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Departmental Summary

FY 2009 President’s Budget by Function
Dollars in Thousands

Appropriation

Management & Financial $614,774
Departmental Offices Salaries and Expenses 216,348
Dept-wide Systems & Capital Invest. Program 30,268
Office of Inspector General 16,957
Treasury |G for Tax Administration 132,861
Community Development Financial Institutions Fund 54,506
Financial Crimes Enforcement Network 73,216
Alcohol & Tobacco Tax and Trade Bureau 90,618

Fiscal Service Operations $414,235
Financial Management Service 235,381
Bureau of the Public Debt* 178,854

Tax Administration** $10,597,065
IRS Taxpayer Services 2,138,238
IRS Enforcement 4,686,477
IRS Operations Support 3,544,835
IRS Business Systems Modernization 212,659
IRS Health Insurance Tax Credit Administration 14,856

Total, Treasury Appropriations Committee $11,626,074

Treasury International Programs $1,357,369
International Financial Institutions 1,273,219
Technical Assistance 19,800
Debt Restructuring 64,350

Increase/
Decrease

President’s Percent Change

$699,412 $682,817 -$16,595 !
248,360 273,895 25,535 10.3%
18,710 26,975 8,265 44.2%
18,450 19,356 906 4.9%
140,533 145,736 5,203 3.7%
94,000 28,620 (65,380) -69.6%
85,844 91,335 5,491 6.4%
93,515 96,900 3,385 3.6%
$417,294 $426,398 $9,104 2.2%
234,423 239,344 4,921 2.1%
182,871 187,054 4,183 2.3%
$10,892,384 $11,361,509 $469,125 4.3%
2,150,000 2,150,000 0 0.0%
4,780,000 5,117,267 337,267 71%
3,680,059 3,856,172 176,113 4.8%
267,090 222,664 (44,426) -16.6%
15,235 15,406 171 1.1%
$12,009,090 $12,470,724 $461,634 3.8%
$1,327,579 $2,241,305 $913,726 68.8%
1,277,289 2,071,305 794,016 62.2%
20,235 29,000 8,765 43.3%
30,055 141,000 110,945 369.1%

$12,983,443

* Does not include estimated user fee offset.
** FY 2007 Enacted represents the approved Operating Plan.

Overview

The U.S. Department of the Treasury’s budget
priorities reflect the Department’s dedication to
promoting economic growth and opportunity,
strengthening national security, and exercising
fiscal discipline while steadily improving the
Department’s operations to ensure it remains a
world-class organization.

The FY 2009 President’s Budget request identifies
the resources required to support the Treasury
Departments role as the steward of U.S. economic
and financial systems, and as an influential participant
in the international economy. The FY 2009
President’s Budget emphasizes initiatives that directly
support the Department’s four strategic goals:

* Effectively manage U.S. government finances

* Ensure U.S. and world economies perform at full
economic potential

$13,336,669 $14,712,029 $1,375,360

* Prevent terrorism and promote the nation’s
security through strengthened international
financial systems

* Dedicate to management and organizational
excellence

The Department of the Treasury performs a critical
role in U.S. and global economies, continually
evolving to meet the ever-changing needs of the
nation. The Department provides cash management
for the federal government, produces currency and
coin, administers the tax code, oversees the financial
sector, and plays an integral role in combating the
financing of terrorism, the proliferation of weapons
of mass destruction, and other threats to our
national security.

This chapter will highlight how Treasury’s FY 2009
budget request supports each of these priorities and
discuss the Departments progress toward meeting
the goals of the President’s Management Agenda.
Detailed information on how each bureau supports
these goals is provided in its respective chapter.
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FY 2009 President’s Budget Request

The FY 2009 President’s Budget request of
$12.4 billion for the Treasury Department identifies
the resources necessary to effectively manage
the government’s finances, promote economic
opportunity through sound fiscal policy, work towards
entitlement reform, strengthen trade and investment
policies, and maximize voluntary tax compliance. The
request, which is $461 million above the FY 2008
enacted level (an increase of 3.8 percent), reflects
the growing need for the Treasury Department
to advance an economic system that promotes an
improved global quality of life while supporting the
national security strategy, and ensuring the safety and
integrity of our financial systems against the abuse
of terrorist financiers, money launderers, and other
criminals. While the majority of the Department’s
budget is funded through the Department of
the Treasury Appropriations Act, an additional
$2.2 billion is funded through the State, Foreign
Operations, and Related Programs Appropriations
Act for international assistance, including $400
million as the first installment of a $2 billion U.S.
commitment to a newly created international clean
technology fund to address the growing problem of
accelerating greenhouse gas emissions growth in major
developing countries.

Effectively Manage the Nation's Finances

The FY 2009 budget request funds the Department’s
priorities in managing the nation’s finances effectively,
which includes collecting money due to the United
States by maximizing voluntary compliance with tax
laws and regulations, making payments, and financing
the federal government by continually improving
financial management processes. Key priorities also
include overseeing, accounting for, and reporting on
government expenditures and collections, particularly
delinquent debt owed the government; accurately
forecasting receipts and payments; determining
borrowing needs; and executing the borrowing
strategy to meet the financial demands of the federal
government at the lowest possible cost over time.

Discourage and Deter Non-Compliance

Collecting federal taxes and other revenue through a
fair and uniform application of the law is integral to
the Department of the Treasury’s core mission. The
Departments priority is to efficiently and effectively

enforce the nation’s tax laws, minimize taxpayer
burden, and deliver appropriate levels of service to
maximize voluntary compliance, thereby reducing
the tax gap. The FY 2009 budget request includes
$11.362 billion for the IRS, which is an increase
of $469 million above the FY 2008 enacted level.
Highlights include:

* $287 million for new enforcement initiatives aimed
at improving compliance and reducing the tax
gap. The IRS will enhance coverage of high-risk
compliance areas and expand document matching
efforts. It will target the tax gap associated with
large corporate and small business taxpayers, high-
income taxpayers, and domestic taxpayer offshore
activities of U.S. taxpayers. Enforcement will
focus on critical reporting, filing, and payment
compliance programs and highlight abusive
tax avoidance transactions. These initiatives

(including the research investment noted below)

will generate $2 billion per year in new enforcement

revenue once the new hires reach full potential in

FY 2011.

* $51 million for enhanced research to allow the
IRS to improve the targeting of its enforcement
resources to specific areas of non-compliance,
thus reducing the burden on compliant taxpayers,
improving the fairness of the tax system, and
increasing revenue.

* $23 million to implement legislative proposals
that would improve compliance with minimum
impact on taxpayer burden. It is estimated that
these proposals will generate $36 billion in revenue
over the next ten years.

* $223 million for the Business Systems Modernization
program to continue progress on modernizing tax
administration systems that improve both service
and enforcement programs.

The Treasury Department also regulates the
manufacture and sale of alcohol, tobacco, firearms,
and ammunition, and collects excise taxes on the
sale of these products. In FY 2007, the Alcohol and
Tobacco Tax and Trade Bureau collected $14.7 billion

in excise taxes, interest, and other revenues.
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Optimize Cash and Debt Portfolio

and Expand Electronic Transactions

The FY 2009 budget request provides the funds
necessary for Treasury to meet its responsibilities as
the federal government’s financial manager.

Treasury’s management of the federal government’s
finances includes disbursing payments, collecting
revenue, issuing debt, and preparing public financial
statements through the Financial Management
Service. The Department plays an important role in
providing critical services to millions of U.S. taxpayers
as it issues timely and accurate government payments
such as Social Security benefits, IRS tax refunds, and
veterans’ benefits. As the government’s financial
manager, Treasury oversees a daily cash flow of nearly
$60 billion, disbursing 85 percent of the federal
government’s payments. 'The Department continues
to leverage technological advancements to achieve all-
electronic cash management, issuing over 981 million
non-Defense payments worth $1.6 trillion to a wide
variety of recipients, including special payments such
as Federal Emergency Management Agency payments
and the 2007 telephone excise tax refund. Seventy-
eight percent of all payments disbursed were via direct
deposit, representing a cost savings to the taxpayer of
over 80 cents per transaction.

The Department determines and executes the federal
borrowing strategy to meet the monetary needs of
the government at the lowest possible cost. Each
year, Treasury manages more than $9 trillion of
public debt through its Bureau of Public Debt.
Public debt includes marketable securities, savings
bonds, and other instruments held by state and local
governments, federal agencies, foreign governments,
corporations, and individuals. The Department
of the Treasury’s activities minimize the interest
paid on the national debt over time and enhance
market liquidity. To improve debt management
the Department will invest resources in system
modernization creating redundancy and enhanced
functionality. In order to provide better customer
service, Treasury offers Treasury Direct, an electronic,
web-based system that electronically issues securities
to retail customers and enables investors to manage
their accounts on-line.

Ensure Full Performance
of U.S. and World Economies

The Secretary of the Treasury is the President’s
leading policy advisor on a broad range of domestic
and international economic issues. Treasury’s
Departmental Offices, including the Offices of
International Affairs, Tax Policy, Economic Policy, and
Domestic Finance, support the Secretary in this role
through the provision of technical analysis, economic
forecasting, and policy guidance on issues ranging
from federal financing to responding to international
financial crises. The Department supports policies
that stimulate U.S. economic growth, strengthen
and modernize entitlement programs, and minimize
regulatory burdens while ensuring the safety and
soundness of financial institutions.

Stimulate U.S. Economic Growth

U.S. capital markets make a vital contribution to
the nation’s wealth and prosperity by directing
investments toward innovation, promoting economic
growth, and ensuring that the allocation of resources
is directed toward the most efficient use. Vibrant
capital markets enable investors to seed new
companies, leading to job creation and economic
prosperity. American consumers and investors benefit
from a vibrant and healthy financial services sector
that provides opportunities to access credit, save and
invest for the future, and insure against risks. It is
important, therefore, that our capital markets remain
the best in the world.

Accordingly, the Treasury Department has undertaken
a competitiveness-related initiative to examine the
regulatory structure of our financial institutions
to evaluate and propose solutions that achieve the
right balance. The regulatory policies in place
for financial institutions must effectively protect
consumers and investors, while at the same time
promote entrepreneurialism and capitalism that is
the foundation of our national economic success.
The Treasury Department plans to release its report
early in 2008.

In addition, by participating in the negotiation and
implementation of international agreements, the
Treasury Department removes trade and investment
barriers, stimulates domestic and global growth, and
creates employment opportunities for Americans.

Department of the Treasury — Gongressional Justification FY 2009



Additionally, the Department supports trade
liberalization and budget discipline through its role in
negotiating, implementing, and policing international
agreements to reduce official export subsidies. By
negotiating agreements in the Organization for
Economic Cooperation and Development, the
Treasury Department drastically reduced the subsidies
that member governments can provide when financing
national exports. The volume of this financing
activity is approximately $70 billion annually. These
agreements open markets and level the playing field
for U.S. exporters, and save U.S. taxpayers about
$800 million each year. Cumulative budget savings

from these agreements are estimated to be over
$12 billion.

Maintaining Healthy Markets

Treasury is committed to supporting healthy financial
markets and to addressing weaknesses when they do
arise. In FY 2009, the Department will continue its
industry-wide effort to respond to the downturn in
the housing and mortgage markets. By preventing
avoidable foreclosures, the Department will help
to safeguard neighborhoods and communities, and
fulfill our primary responsibility of protecting the
broader U.S. economy.

After convening a diverse group of market participants
through the HOPE NOW Alliance, in FY 2008
the Treasury Department implemented a three
point plan to avoid preventable foreclosures and to
minimize the impact of the housing downturn on the
U.S. economy:

* Increasing efforts to reach able homeowners who
are struggling with their mortgages

* Working to increase the availability of affordable
mortgage solutions for these borrowers

* Leading the industry to develop a systematic
means of efficiently moving able homeowners into
sustainable mortgages

In its first three months, the HOPE NOW Alliance
sent over 450,000 letters to at-risk borrowers
encouraging them to contact their servicer or a
non-profit credit counselor at 888-995-HOPE.
The Department has also coordinated with the
Department of Housing and Urban Development

to implement FHASecure, allowing over 67,000
families to refinance into FHA insured loans, while
also supporting additional reforms to the tax code
that were signed by the President.

The FY 2009 budget request also includes
$28.6 million for the Community Development
Financial Institutions Fund (CDFI Fund). The CDFI
Fund’s mission is to expand the capacity of financial
institutions to provide credit, capital, and financial
services to underserved populations and communities
in the United States.

Strengthen Financial Institutions

One of the principal objectives of the Treasury
Department is to enable commerce. The Department
is responsible for the safety and soundness of national
banks and federally-chartered savings associations.
The Treasury Department also produces the coins and
currency needed for commerce, and guards against
counterfeiting and other misuse of our money.

The Department, through the Office of the
Comptroller of the Currency (OCC) and Office of
Thrift Supervision (OTS), works with other federal
banking regulators to issue guidance on subprime
mortgage lending and non-traditional mortgage
products, and to encourage financial institutions
to work with residential borrowers that are unable
to meet their contractual home loan obligations.
Additionally, these agencies work with the Conference
of State Bank Supervisors and American Association
of Residential Mortgage Regulators to encourage
individual states to adopt the guidelines for mortgage
brokers under their supervision. As of September
2007, OCC oversaw financial assets held by national
bank charters and federal branches of foreign banks
totaling $7.2 trillion. As of September 2007,
OTS supervised holding company enterprises
with approximately $8.5 trillion in U.S. domiciled
consolidated assets, and regulated savings associations
with total assets of $1.57 trillion.

The U.S. Mint (Mint) and the Bureau of Engraving
and Printing (BEP) are responsible for producing the
nation’s coins and currency. In FY 2007, the Mintand
BEP produced 15.4 billion coins and 9.1 billion paper
currency notes, respectively. The Mint successfully
issued the first three circulating Presidential $1 coins
and the first three First Spouse gold coins. BEP also
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completed its redesign of the new five dollar note,
which is scheduled to enter circulation on March
13, 2008. Also, due to continued improvement
in operating results and profits from FY 2007,
the Mint returned $825 million to the Treasury
General Fund.

Funding for the OCC, OTS, Mint, and BEP is not
included in the Department’s annual budget requests
because these bureaus have non-appropriated funding
sources. OCC’s operations are funded primarily by
semi-annual assessments levied on national banks.
Revenue from licensing, other fees, and investments
in U.S. Treasury securities provides the remaining
OTS’s operations are funded from
assessments on thrifts and savings and loan holding

revenue.

companies; examination, application, and security
filing fees; interest on investments in U.S. government
obligations; and rent and other sources. The U.S.
Mint’s operations are financed by proceeds from the
sales of circulating coins to the Federal Reserve Bank
System and numismatic items to the public. BEP
operations are financed primarily by the printing
of currency for the Federal Reserve Bank System.
Other BEP revenues are derived from the printing
of securities for the Public Debt and commissions,
certificates, and invitations for various Government
agencies, as well as space rental fees.

Prevent Terrorism
and Promote the Nation's Security

The sponsorship of terrorism and the potential
acquisition of weapons of mass destruction by
rogue regimes and non-state entities represent a
grave threat to U.S. national security and all free
and open societies. The Treasury Department
leverages financial and all-source intelligence to
identify the financial underpinnings of criminal,
terrorist and weapons proliferation networks, and
utilizes the Department’s unique regulatory and law
enforcement authorities to combat national security
threats and safeguard the financial system. The
Department protects the integrity of the financial
system through administration of the Bank Secrecy
Act and implements targeted financial measures
and other forms of sanctions in support of U.S.
government policy goals, which include stopping
the flow of money and support to terrorist groups,

state sponsors of terrorism, proliferators of weapons
of mass destruction, drug traffickers, money
launderers, and regimes that constitute a threat to the
United States.

Pre-Empted and Neutralized Threats

The Office of Terrorism and Financial Intelligence
(TFI) marshals the Treasury Department’s intelligence
and enforcement functions, aimed at safeguarding
the financial system against illicit use and combating
rogue nations, terrorist facilitators, proliferators of
weapons of mass destruction, money launderers, drug
traffickers, and other national security threats.

TFI extracts financial and other source intelligence to
effectively utilize the Department’s unique authorities
to combat national security threats and safeguard
the financial system. Confidence in the integrity of
the U.S. and international financial systems fosters
economic growth and improves national security.
Transparency in the financial sector denies terrorist,
drug traffickers, WMD proliferators, and other
criminals the ability to conceal their illicit activities.
The security of the United States is enhanced when
financial systems are safeguarded from criminal abuse.
Treasury’s actions include:

* Freezing the assets of terrorists, proliferators,
drug kingpins, and other criminals and shutting
down the channels through which they raise and
move money,

* Cutting off corrupt foreign jurisdictions
and financial institutions from the U.S.
financial system,

* Developing and enforcing regulations to reduce
terrorist financing and money laundering,

* Tracing and repatriating assets looted by corrupt
foreign officials, and

* Promoting a meaningful exchange of information
with the private financial sector to help detect and
address threats to the financial system

In the FY 2009 President’s Budget, Treasury requests
$11 million above the FY 2008 enacted level to
combat state sponsored terrorism, establish the
capability to coordinate financial intelligence across
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the intelligence community, and to enhance security
operations.

* To enable the Department to more effectively
target state sponsors of terrorism, such as Iran
and Sudan, as well as terrorists and their support
networks, the budget request includes funds to hire
additional sanctions investigators, enforcement
and compliance officers, and other resources to
administer sanctions programs.

* The absence of a coordinated, Intelligence
Community (IC)-wide effort in the collection
and analysis of financial intelligence around the
world has been noted as a critical capacity gap by
Congress and the national security community.
The President’s Budget request for Treasury includes
additional resources to support this coordinating
role in the identification of finance-related
intelligence collection priorities and analysis.
Demonstrating the high priority the Department
places on this initiative, in addition to the requested
new resources, Treasury will realign funds internally
to support these activities.

* As Treasury's national security mission increases,
Treasury becomes a greater target of foreign
adversaries. Building on the Treasury Counter
Intelligence Assessment undertaken in FY 2007, the
Budget includes additional resources to strengthen
Treasury’s defensive capabilities to identify and
mitigate threats to the Department’s personnel
and systems.

The Financial Crimes Enforcement Network
(FinCEN), a bureau within TFI, is responsible for
administering the Bank Secrecy Act (BSA). The
FY 2009 President’s Budget request for FinCEN
includes resources to strengthen global anti-money
laundering efforts, streamline business processes,
reduce the cost of compliance to industry, and
enhance BSA data collection, management and
analysis through improved information technology
management.

Dedicate to Management
and Organizational Excellence

The Department of the Treasury strives to maintain
public trust and confidence in U.S. and international
economic and financial systems through exemplary

leadership, best-in-class processes, and a culture of
excellence, integrity, and teamwork. The Treasury
Department realizes its strategic goals by building
a strong institution that is citizen-centered, results-
oriented, and efficient, while actively promoting
innovation.

Enable an Effective Treasury Department
Management’s primary role and responsibility in the
Department is to create the conditions that allow all
programs and activities to perform efficiently and
effectively. The Department’s priorities are to drive
improved results through performance and cost-based
decision-making, strategically align its resources to
deliver outcomes, secure its information technology
infrastructure and leverage technology investments,
close skill gaps in mission critical occupations, and
develop leadership capacity.

Requested funding seeks to build a strong management
infrastructure, ensuring that Treasury remains a
world-class organization that meets the President’s
standard of a citizen-centered, results-oriented
government.

The Department is committed to organizational
excellence. Funding is included in this request for
an Operations Center which will provide 24/7
continuity and oversight of the world financial
markets. The center will include representatives from
key Treasury Department policy offices facilitating a
rapid response to events around the globe.

The Treasury Department’s request will fund
infrastructure and technology investments to
modernize business processes throughout Treasury
to improve efficiency. In FY 2009, Treasury requests
$26.98 million for infrastructure improvements,
ongoing modernization and critical information
technology projects, and investments in other
new technologies that will improve efficiency and
service to the American people. The budget request
includes:

* $12 million to address critical building deficiencies
in the Treasury Annex Building, which will ensure

the safety and health of the occupants.

* $6 million to continue the implementation of a
Treasury-wide Enterprise Content Management
System. The system will result in increased
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efficiencies, enhanced mission effectiveness,
reduced total cost of ownership, and the orderly
retirement of legacy systems.

* $4 million necessary to stabilize and modernize the
Treasury Secure Data Network, the Department’s
collateral classified communication system,
enabling reliable and secure connectivity.

* $5 million to improve Treasury’s FISMA
performance and strengthen the Department’s
overall security posture; and completing required
milestones as part of Treasury’s Presidential
E-Government Implementation Plan.

Additionally, this budget request includes funding
for the Treasury Department’s Inspectors General.
The Ofhice of the Inspector General and the Treasury
Inspector General for Tax Administration play an
important oversight role in the overall management
of the Department and the fair administration of the
nation’s tax laws.

President's Management Agenda

e Status
Initiative

FY 2004 FY 2005 FY 2006 FY 2007

and citizen-centered enterprise. Executing the PMA
involves lowering the cost of doing business through
competition, strengthening the Department’s
workforce, improving financial performance,
increasing the use of information technology and
e-government capabilities, and integrating budget
decisions with performance data.

The President holds each agency accountable for
its performance in carrying out the PMA, and
performance results are demonstrated through
quarterly scorecards issued by OMB. The Treasury
Department is responsible for reporting on seven
initiatives; five are standard government-wide and
two apply to select groups of federal agencies of which
Treasury is a part.

In FY 2007, the Department continued to be
successful in its Human Capital initiative. The
Performance Improvement, Competitive Sourcing,
Financial Performance, and E-Government initiatives
each had mixed results during the year while
the Improper Payments initiative
remains unsatisfactory. In its first
year as a PMA initiative, the Credit

FY 2007

Progress Management initiative received a

mixed result rating.

Human Capita Y v @c @c @c  Human Capital: 1n FY 2007, the
" Department used succession plannin
Competitive . . P p g
Sourcing Y G G Y Y to develop emerging leaders, specially-
Financial targeted development and training to
Performance . R . i Y . G close skill gaps, and human capital
E-Government . . flexibilities to attract and retain a
R R Y Y Y . ..
diverse talent pool. In addition,
ﬁgg\%%ﬂgst v v v v ‘ . management recognized and rewarded
its employees for their contributions
lFU;Srrﬁgr?trs N/A . R . R . R y  toward achieving the Department’s
: priorities and outcomes.
&rgr?elltgement N/A N/A N/A Y ‘ G
FY 2007 highlights included:
‘ Green for Yellow for . Red for
Success Mixed Results Unsatisfactory

President’s Management Agenda (PMA)

The Department of the Treasury is committed
to the principles of the President’s Management
Agenda (PMA). The PMA is designed to improve
management practices across the federal government
and transform it into a results-oriented, efficient,

Reduced the time-to-hire by
leveraging web-based hiring solutions
and providing improved job announcements,

* Achieved diversity hiring success through the
employment of women and Hispanics, and

* Addressed the Departments diversity need by
developing a strategy for improving the recruitment
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of individuals with disabilities, promoting the use of
the Department of Labor’s Workforce Recruitment
Program, and training managers on providing
reasonable accommodations to individuals
with disabilities.

Performance Improvement: In FY 2007, the
Department of the Treasury’s progress to achieve
improved performance was successful. During this
past year, the Department completed and issued
its updated strategic plan for FYs 2007-2012. By
June 2007, the Office of Strategic Planning and
Performance Management had conducted strategic
planning workshops with all of the bureaus to develop
and align their performance goals to the mission and
the strategic goals and objectives of the Department.
Additionally, the updated strategic plan introduces
the Integrated Management System, which is
based on a model of continuous improvement and
integrates performance and budgeting. By integrating
performance and budgeting, the Department will
be able to determine the funding level necessary to
achieve intended results, and options will be executed
to produce increased value for stakeholders.

Competitive Sourcing: Through Competitive
Sourcing, the Department of the Treasury utilizes
public-private competition to effectively deliver services
at the lowest possible cost to the American taxpayer.
Competitive Sourcing allows the Department to look
internally and externally for the most efficient way to
achieve its mission. During FY 2007, the Treasury
Department, in the spirit of the A-76 Circular, made
the decision to develop a competitiveness plan. This
plan will continually review positions and activities
to ensure the Department is competitive, effective,
and eflicient, but will also surface potential public-
private competitions. The Treasury Department
has received mixed results in its PMA rating, but is
committed to working with OMB to develop a plan
to achieve success by improving performance and
lowering costs.

Improved Financial Performance: During
FY 2007, the Treasury Department continued
working towards full compliance with the Federal
Managers’ Financial Integrity Act (FMFIA) and
Federal Financial Management Improvement Act
(FFMIA), and improved financial management
processes to produce accurate and timely information
that supports operating, budget, and policy decisions.

In addition, the Department continued to emphasize
the resolution of material weaknesses and completed
the vast majority of the planned corrective actions.
For 2007, the Department again received a clean
audit opinion on its financial statements. A three day
close at the end of each month and the continuous
enhancement of the Department’s Financial Analysis
and Reporting System helped to ensure a successful
audit. The Department continued to review its
financial reporting process and perform variance
analyses on the quarterly financial statements to ensure
its financial data integrity. The Department worked
closely with OMB, GAO, FMS, and the Federal
Accounting Standards Advisory Board on policy
guidance and accounting standards and practices to
improve financial reporting and performance. This
initiative improved its overall status rating during
FY 2007 from “red” to “yellow,” and it received
“green” progress results on a quarter-by-quarter basis
for all four quarters of FY 2007.

Expanded E-Government: The focus for the
Department’s E-Government organization is
to collaborate government-wide and identify
opportunities for participating in solutions that
deliver significant productivity and performance
gains. One example of these efforts is the Treasury
Department’s active involvement in the Budget
Formulation and Execution Line of Business and its
efforts to make its Budget Formulation and Execution
Manager (BFEM) available on a multi-agency basis.
Opver the course of the past year, six agencies have
used the BFEM service to modernize their budget
formulation processes. By building on the work of
the Treasury Department, these agencies avoided the
software development costs typically incurred in any
modernization effort while simultaneously lowering
their marginal operational expenses by disbursing
expenses across several agencies. In addition,
the Treasury Department developed a BFEM
Performance Module, which will allow agencies to
manage its performance measures. Over the next
year, the Department will share this solution with
other agencies and work to implement it across the
government.

Eliminating Improper Payments: In FY 2007, the
IRS continued its effort to reduce improper payments
for the Earned Income Tax Credit (EITC) program,
which is the only high risk program in the Treasury
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Department due to erroneous payments. The IRS
continued to evaluate new ways of reducing erroneous
EITC payments while maintaining participation
by eligible taxpayers, in addition to pursuing base
compliance activities and redesign efforts.

By detecting and correcting errors during return
processing, the IRS prevented incorrect refunds in
the amounts of $460 million and $400 million,
respectively for the 2006 and 2007 filing seasons. This
decreasing trend in errors is attributable to education,
return preparation assistance, and electronic filing.

Improving Credit Management: During FY 2007,
the Treasury Department participated, with the
governments five major creditor agencies in an
initiative to improve the management of federal
credit programs. FMS’s Debt Management Services
group specifically addressed delinquent debt
collection issues in the areas of agency compliance
with Debt Collection Improvement Act (DCIA)
of 1996, program effectiveness and goals for
improvement, effective management information
reporting, controlling and measuring costs, and
customer satisfaction. To address and improve agency
compliance, Performance Expectation Agreements are
currently being negotiated between FMS and the five
major credit agencies.

During FY 2007, the Department took the following
actions:

* Established a performance measure for debt
collection as a percentage of delinquent debt
referred to the Treasury Department,

PART Scoring History
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* Assessed agency progress toward use of administrative
wage garnishment, centralized offset of federal
salary payments, and debtor bar provisions of

the DCIA,

* Established benchmarks and goals for controlling
costs and determining customer satisfaction, and

* Utilized receivable reporting to improve program
management.

Program Assessment
and Rating Tool (PART) Summary

Program evaluation is a core management tool used
to allocate resources and promote efficiency and
effectiveness. In addition to regular independent
program evaluations conducted by the Treasury
Department’s bureaus, the Department works with
OMB to select programs each year that will be
evaluated or re-evaluated through the PART process.
Programs are evaluated every five years through this
process by the OMB. In FY 2007, two international
programs went through the PART process; both
received moderately effective ratings. As of the end
of FY 2007, all Department programs have gone
through the PART process; based on the number of
programs, 31 percent are rated effective, 22 percent
are rated moderately effective, 22 percent are rated
adequate, 3 percent are rated ineffective, and the
remaining 22 percent received a rating of results
not demonstrated.

Percentage Treasury Programs Passing PART
Evaluations (adequate or better score)

0% 20% 40% 60% 80% 100%
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Fiscal Year Comparison of Full-Time Equivalent (FTE) Staffing
(Direct and Reimbursable)

A —— FY 2007 Actual FY 2008 Estimated FY 2009 President's Budget
ppropriation

Departmental Offices Salaries and Expenses 1,055 86 1,141 1,133 90 1,223 1,200 90 1,290
Office of Inspector General 111 3 114 112 0 112 115 0 115
Treasury G for Tax Administration 792 3 795 835 3 838 835 3 838
Community Development Financial Institutions Fund 53 0 53 75 0 75 75 0 75
Financial Crimes Enforcement Network 302 0 302 334 1 335 343 1 344
Alcohol & Tobacco Tax and Trade Bureau 523 10 528 544 15 559 525 15 540
Financial Management Service 1,483 408 1,891 1,692 428 2,120 1,500 441 1,941
Bureau of the Public Debt 1,303 16 1,319 1,371 17 1,388 1,371 17 1,388
Internal Revenue Service 92,017 698 92,715 91,123 623 91,746 92,922 650 93,572
Subtotal, Treasury Appropriated Level 97,639 1,224 98,863 97,219 1,177 98,396 98,886 1,217 100,103
Working Capital Fund 0 201 201 0 223 223 0 233 233
Treasury Franchise Fund 0 769 769 0 830 830 0 793 793
Bureau of Engraving and Printing 0 2,109 2,109 0 2,200 2,200 0 2,150 2,150
U.S. Mint 0 1,944 1,944 0 2,071 2,071 0 2,065 2,065
Office of the Comptroller of the Currency 0 2,954 2,954 0 3,078 3,078 0 3,139 3,139
Office of Thrift Supervision 0 974 974 0 1,104 1,104 0 1,104 1,104

Terrorism Insurance Program 10 0 10 10 0 10 10 0 10
Total 97,649 10,175 107,824 97,229 10,683 107,912 98,896 10,701 109,597

Summary of FY 2009 Increases and Decreases
Dollars in Thousands

DO DSCIP 0IG TIGTA CDFI FINCEN TTB FMS BPD IRS Total
FY 2008 Enacted $248,360 $18,710 $18,450  $140,533 $94,000 $85,844 $93515  $234423  $182,871 $10,892,384 $12,009,090
Non-Pay Inflation Adjustments 2,396 0 87 615 119 300 752 553 1,497 54,828 61,147
Pay Annualization 837 0 101 799 48 861 402 1,080 769 57,854 62,751
Adjustments
Pay Inflation Adjustments 2,849 0 318 2,419 11 981 1,075 3,288 2,445 152,303 165,789
Maintaining Current Levels $6,082 $0 $506 $3,833 $278 $2,142 $2,229 $4,921 $4.711  $264,985  $289,687
Base Realignment 0 0 0 0 0 0 (1,149) 0 0 0 (1,149)
Non-Recurring Costs (1,500)  (16,986) 0 0 0 0 0 0 0 (12593)  (31,079)
Initiative Annualizations 4,433 0 0 0 0 1,337 0 0 0 0 5,770
Transfers 1,724 (1,724) 0 1,370 0 1,000 0 0 0 (2,370) 0
Efficiencies/Savings 0 0 0 0 0 0 0 0 0  (81,656)  (81,656)
Base Reinvestments 0 0 0 0 0 0 0 0 0 32,604 32,604
Adjustments to Base $4,657  ($18,710) $0 $1,370 $0 $2,337  ($1,149) $0 $0  ($64,015)  (875,510)
FY 2009 Base $259,099 $0 $18,956  $145,736 $94,278 $90,323 $94,595  $239,344  $187,582 $11,093,354 $12,223,267
Program Decreases 0 0 0 0  (65,658) (4,146) (685) (958) (528)  (92,691)  (164,666)
Program Reinvestments 0 0 0 0 0 2,897 0 958 0 0 3,855
Program Increases 14,796 26,975 400 0 0 2,261 2,990 0 0 360,846 408,268
FY 2009 President's Budget $273,895 $26,975 $19,356  $145,736 $28,620 $91,335 $96,900  $239,344  $187,054 $11,361,509 $12,470,724
Offsetting Fees 0 0 0 0 0 0 0 0 10,000 0 10,000
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Departmental Offices

Mission Statement

Serve the American people and strengthen national security by managing the U.S.
Government’s finances effectively, promoting economic growth and stability, and
ensuring the safety, soundness, and security of U.S. and international financial systems.

Program Summary by Budget Activity
Dollars in Thousands

Appropriation FY 2007 FY 2008 FY 2009
Departmental Offices- S & E Enacted Enacted Request $ Change % Change
Executive Direction $19,728 $20,749 $21,592 $843 4.06%
Economic Policies and Programs 38,393 44,242 45,853 1,611 3.64%
Financial Policies and Programs 24,695 29,465 34,735 5,270 17.89%
Terrorism and Financial Intelligence 47,540 56,775 61,712 4,937 8.70%
Treasury-wide Management and
Programs 16,748 18,505 19,009 504 2.72%
Administration Programs 69,244 78,624 90,994 12,370 15.73%
Total Appropriated Resources $216,348 $248,360 $273,895 $25,535 10.28%
Total FTE 1,055 1,133 1,200 66 5.87%

FY 2009 Priorities
The FY 2009 budget request supports the Departmental Offices’ (DO’s) leading role in
accomplishing key Administration goals:

Effectively Manage U.S. Government Finances — The Department will dedicate
significant resources to increasing the efficiency and sophistication of debt
management tools, which will result in taxpayer savings.

Ensure U.S. and World Economies Perform at Full Economic Potential — The
Department strives to maintain America’s strength and prosperity, and will
continue to do so by developing and implementing policies that encourage overall
economic growth, protecting key financial infrastructure, and ensuring foreign
investment in the U.S. economy is sound and secure. The Department will also
build a Operations center to improve its ability to provide timely response to
financial crises.

Prevent Terrorism and Promote the Nation’s Security Through Strengthened
International Financial Systems — The Department will maximize its impact by
increasing its role as a leader in the area of financial intelligence, setting the
guidelines for the Intelligence Community (IC) in the area of financial
intelligence. The Department will increase its counterintelligence capabilities and
enhance its capacity to administer sanctions against terrorist groups and their
sponsors.

Promote Management and Organizational Excellence — The Department
continues to develop integrated plans where policies and operations align to
produce maximum value for the American people. DO will fund technology
investments and disaster recovery planning.
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Section 1 — Purpose

1A - Description of Bureau Vision and Priorities

The Departmental Offices (DO), as the headquarters of the Department of the Treasury,
performs core functions vital to national security, the promotion of economic growth, and
the management of the nation’s finances.

The FY 2009 budget request supports DO’s leading role in accomplishing the outcomes
of the Treasury strategic framework:

Managing the Government’s Finances — The ability of the Department of the
Treasury to manage the nation’s finances with integrity is paramount to
maintaining financial stability and enabling economic growth. DO will continue
to play an important role in this effort through sound fiscal management enabling
continual operation of essential government services and allowing the Department
to meet its financial obligations while minimizing borrowing costs.

Securing America’s Economic and Financial Future — The integration of the
global economy and liberalization of markets holds forth the promise of an
increasingly prosperous and secure world. DO will continue to work toward an
economic system that promotes competitive capital markets, free trade and
investment, while always striving to decrease the gap in the global standard of
living.

Strengthening National Security — The Department plays an integral role in
stopping the financing of terrorism and identifying and dismantling terrorist
organizations’ support networks. DO will continue to lead the effort, working
closely with other agencies and with governments around the world, to identify
and block financial assets of terrorists, proliferators of weapons of mass
destruction, and narcotics traffickers and their support networks. Doing so will
impair, impede, and economically isolate these individuals, organizations and
entities.

Producing Effective Results — The Department is committed to creating the
conditions that allow its programs and activities to perform efficiently and
effectively, while continuing to drive results through performance and cost-based
decision-making, DO will continue to align resources to deliver outcomes; to
invest in, secure and leverage information technology; to close skill gaps, recruit
and retain a high performing workforce; and to develop effective leadership.
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1B - Program History and Future Outlook

DO has transitioned to operate beyond the scope of traditional headquarters
responsibilities, allowing it to accomplish multiple missions that are broad in scope. DO
plays a direct role in fighting the war on terror and in promoting the President's economic
policy agenda domestically and abroad.

Managing the Government’s Finances — The primary function of the Department of the
Treasury is the management of the monetary resources of the United States. Many
critical aspects of that management function fall under the scope of DO; including the
determination of domestic and international economic policy and debt management. The
Departmental Offices have recently experienced success in both of these areas.

In FY 2007, the Office of Tax Policy continued to support the Administration’s health
care initiatives through significant and timely analysis of the taxation and employee
benefits issues underlying many health and Medicare reform proposals. The office
worked to develop a proposal that would make health care more affordable and more
accessible. Under this proposal, all taxpayers who buy health insurance, whether on their
own or through their employer, and no matter the cost of the plan, would get the same
standard tax deduction for health insurance. The proposal would help hold down health-
care costs by removing the current tax bias that encourages over-spending.

The Department of the Treasury released a comprehensive seven-point strategy in a
continuing effort to reduce the tax gap and increase compliance. This budget includes
resources critical to implementing that strategy, including new funding for research on
noncompliance with the tax law. Analytical support will focus on developing tools for
narrowing the tax gap without imposing excessive burdens on compliant taxpayers.

The Office of Tax Policy also released a study titled “Approaches to Improve the
Competitiveness of the U.S. Business Tax System for the 21* Century,” which examined
the impact of tax policy on the global competitiveness of U.S. companies and workers.
This study is part of an ongoing effort by the Department to explore opportunities that
will enhance U.S. competitiveness.

In FY 2009, the Department will continue working toward the full automation of the
interest rate and yield curve certifications presently executed by the Office of Debt
Management. Treasury is required by statute and regulation to determine a broad array
of critical interest rates including rates for savings bonds, Social Security Trust Funds,
and State and Local Government Series securities. Treasury also creates the official real
and nominal yield curves for financial markets. The implementation of these efforts will
ensure that Treasury can produce these mission-critical processes on a timely basis,
provide them to market participants quickly, and bolster contingency procedures.

Securing America’s Economic and Financial Future — The Department plays a key

policy role in promoting prosperous U.S. and world economies, raising standards of
living, and protecting domestic and international economic and financial systems. The
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Department will strive to maintain America’s strength and prosperity by developing and
implementing policies that encourage overall economic growth, protect key financial
infrastructure, and ensure investment in the U.S. economy is sound.

In FY 2007, the Office of Financial Market Policy (OFMP) took a lead role in the
President’s Working Group on Financial Markets (PWG) acting as liaison to other PWG
agencies, the Government Accountability Office (GAO), and Congressional staff. As the
internal Treasury coordinator for PWG issues OFMP coordinated meetings on various
issues including Private Pools of Capital/Hedge Funds with hedge fund managers, prime
brokers/counterparties, investors, fiduciaries/pension funds/endowments, and support
industries (lawyers, accountants/auditors). These efforts culminated in the release of the
PWG’s Principles and Guidelines Regarding Private Pools of Capital in February 2007
to address systemic risk and investor protection issues

FY 2007 also saw an increased effort by the Treasury Department to increase financial
education. Department officials traveled to 20 states, held 95 financial education
sessions, responded to approximately 220 inquiries from financial education providers
through the Department’s Technical Assistance Center, and recognized three
organizations for their exemplary financial education programs. As part of its leadership
of the Financial Literacy and Education Commission, Treasury hosted three statutorily
required public meetings, submitted the annual Strategy for Assuring Financial
Empowerment to Congress in a timely fashion, completed 15 calls to action as outlined in
the National Strategy for Financial Literacy, and implemented two recommendations of
the GAO’s recently issued report. In addition, the promotion of the MyMoney.gov Web
site and the 1-888-MyMoney toll-free hotline resulted in more than 900,000 visits and
more than 16,000 calls respectively. The office also released its evaluation of First
Accounts Program recipients and testified before Congress on the status of financial
literacy efforts, and collaborated (and continues to collaborate) with the White House to
launch a financial literacy initiative.

Treasury’s Office of Critical Infrastructure Protection, in conjunction with regional
coalitions in Chicago and San Francisco, led the financial industry-wide pandemic flu
exercise held in the fall of 2007. Additionally, the Office organized and ran a cross-
border exercise between the President’s Working Group on Financial Markets and the
Tripartite Standing Committee in the United Kingdom. This exercise highlighted the
need for continued efforts between the financial authorities in these countries and others
to come together to focus on areas where further collaboration is necessary to address
potentially global financial crises.

In FY 2009, the Department of the Treasury will launch a cross-departmental strategic
initiative to better manage the government’s finances with increased levels of automation,
resiliency, reporting, transparency and cost savings. The Department plans to design,
build and implement cash and debt management systems, analytics, policies, and
procedures to administer the nation’s finances, arming the Department of the Treasury
with 21% century tools to efficiently and effectively execute its core mission. The
initiative has four principal components: cash management modernization, debt
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management modernization, enhanced reporting and transparency, and improved risk
management.

As the lead agency for the banking and finance sector, the Treasury Department will
continue to work to ensure the resilience of the American financial services sector, and
by extension the American economy, so it is resilient and able to withstand natural
disasters or man-made attacks intended to disrupt, dismantle, or destroy its critical
infrastructure. Economic security has been identified as a National Essential Function,
and the confidence of our citizens and our trading partners depends in part on the
knowledge that the U.S. financial system is at all times available and resilient in the face
of all such potential incidents.

In FY 2008, the Department implemented a three point plan to avoid preventable
foreclosures and to minimize the impact of the housing downturn on the U.S. economy.
The plan included: increasing efforts to reach able homeowners who are struggling with
their mortgages; working to increase the availability of affordable mortgage solutions for
these borrowers; and leading the industry to develop a systematic means of efficiently
moving able homeowners into sustainable mortgages. In FY 2009 the Department will
also continue its industry-wide effort to respond to the downturn in the housing and
mortgage markets. By preventing avoidable foreclosures, the Department will help to
safeguard neighborhoods and communities, and fulfill our primary responsibility of
protecting the broader U.S. economy.

Strengthening National Security — The Treasury Department leads the U.S.
government’s multi-faceted effort to keep the world’s financial systems free and open to
legitimate uses, while excluding those who wish to use those systems for illegal purposes,
through its Office of Terrorism and Financial Intelligence (TFI). Since its creation in FY
2004, TFI has expanded its capabilities from focusing on the current intelligence process
to the production and dissemination of analysis on strategic and systemic issues.

TFI’s Office of Foreign Asset Control (OFAC) successfully executes sanctions against
foreign countries, targeted regimes, and entities and individuals, including residual
enforcement actions associated with programs that have been lifted. Although these
many programs differ in terms of their scope and application, they all involve the
exercise of the President’s constitutional and statutory wartime and national emergency
powers to impose controls on transactions and trade, and to freeze foreign assets that
come within the jurisdiction of the United States. In administering and enforcing these
economic sanctions, it is imperative that OFAC maintain a close working relationship
with other federal departments and agencies in order to ensure both that these programs
are implemented in a manner consistent with U.S. national security and foreign policy
interests, and that they are enforced effectively.

Over the past several years, the Department has focused its efforts on exploiting current
intelligence, building breadth and depth in its analytic ranks, improving its strategic
analytic capability, and building the capacity to perform systemic analyses of national
security threats.
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In FY 2009, the Department will build on these capabilities by using its unique expertise
to help coordinate the collection and analysis of information regarding the means,
methods, and networks that form the financial underpinning of national security threats,
and develop the tools to address those threats. Requested resources will be targeted to
aligning collection on finance-related issues more closely with policymaker needs by
driving the requirements process; developing and taking advantage of new sources of
information; enhancing analysis on finance-related issues in coordination with the
intelligence community (IC); expanding Treasury’s role and relationships within the IC;
and ensuring TFI’s Office of Intelligence and Analysis’ infrastructure meets these new
responsibilities.

Producing Effective Results — The Department continues to work at providing the tools
necessary to execute the Treasury Department’s mission in the most efficient and cost
effective manner. Essential components required for achieving the Department’s mission
include human resources, facility services, information technology, budgetary services,
and procurement.

In FY 2007, the Treasury Department ably executed initiatives aimed at supporting the
goals of the organization. For example, the Department successfully transitioned to a
new Department-wide Complaint Management Tool, which enabled the capture of
Treasury-wide data at the pre-complaint phase of the EEO process. The data provided by
the system is being used by management to measure the timeliness and effectiveness of
the EEO counseling process. For the first time, the Treasury Department instituted
service-wide standards for the operation of the Treasury Complaint Center to assist us in
meeting our oversight responsibility.

During FY 2007, DO led a successful Department-wide effort to address a number of
human capital issues. Program accomplishments included implementing of a human
capital accountability and audit program; developing and issuing Succession
Management and Workers Compensation policies; leading efforts to strengthen agency-
wide performance management; improving hiring processes and timeliness; and leading
or facilitating initiatives that added value to the agency’s ability manage the workforce.
The Department built a Treasury-wide training program to provide the required training
to meet the first year requirements of the No Fear Act. In addition to making that training
available across the Department, the program has been shared with other federal
agencies.

To enhance human capital management within the Department in FY 2009, focus will be
placed on: improved outreach to diverse groups, including establishing intern programs
from sources such as the Hispanic Association of Colleges and Universities, Historically
Black Colleges and Universities, the Washington Internships for Native Students, and the
Workforce Recruitment Program; enhanced oversight of the Treasury Complaint Mega
Center in Dallas, Texas; improved overall processing times for EEO formal complaints;
increased participation in Alternative Dispute Resolution (ADR) programs and activities,
with an emphasis on dispute prevention and conflict resolution; and establishment of
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Treasury-wide goals to measure our progress in hiring individuals with disabilities, with
monitoring of accomplishments in this area.

Within DO, resources will be dedicated to: revising and developing personnel policies,
programs and processes; developing and delivering new supervisory and leadership
training to create and sustain a learning environment within DO; assisting offices in
focusing on succession planning; providing the necessary support to implement ongoing
government-wide initiatives to build a robust intelligence analysis capability; and
expanding and formalizing the DO telework program to help attract, employ and retain
the best and brightest from among today’s workforce.

The Department of the Treasury is committed to strengthening the IT investment
management, and has recently taken additional steps to do so. First, the Department has
included all IT investments under the Department’s IT Capital Planning and Investment
Control Policy processes. Second, the Department is establishing a process to ensure that
the Project and Program Managers are certified in accordance with OMB requirements.
Finally, the Department is working to better engage the Department’s executive
leadership by re-establishing the Executive Investment Review Board (E-Board). The E-
Board will: make recommendations to the Secretary on strategic IT priorities for the
Treasury based on statutory requirements, the President’s Management Agenda, the
Treasury Strategic Plan, or issues identified by GAO or the Department’s Inspectors
General; annually review the IT Strategic Plan prepared by the Chief Information Officer
(C10); determine the IT investments (and corresponding budgets) that best support the
Treasury’s missions and program delivery processes; review the progress of existing
systems and ongoing IT projects to determine if they should proceed as planned, be
redirected or discontinued; and evaluate the results achieved by the use/operation of
Treasury IT systems to ensure Treasury IT investments yield the planned results.

The Office of the Procurement Executive (OPE) continues to provide Department-wide
acquisition policy and oversight, ensuring proper business controls, continuous
improvement and achievement of key acquisition goals. OPE, in conjunction with the
CIO, implemented a High Impact Acquisition (HIA) program designed to support
improved oversight and management of the Department’s information technology
investments. The HIA program requires contract reviews by contracting officers in
consultation with program managers as part of the quarterly Capital Planning and
Investment Control quarterly reviews. These reviews cover over 150 contracts each
quarter, and result in an executive scorecard of investments with contract issues that
require corrective action planning. The HIA scorecard promotes executive level
engagement in IT issues as it is distributed regularly to the Treasury Acquisition Council,
the C10 Council (the Treasury Investment Review Board), and the Chief Financial
Officer Council, and will be used in assessments of bureau budget requests.

Finally, the Office of Emergency Programs (OEP) facilitated a series of training exercises
in the area of continuity of operations during critical national security and emergency
events. OEP worked with the Secret Service to standardize emergency notification
procedures in the Secret Service-Treasury Command Center. The office provided
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management support to over 30 Main Treasury incidents in FY 2006, and is on track to
double this number in FY 2007. This office took the lead in managing numerous
Treasury-wide incidents such as hurricanes, floods, and security incidents at remote
facilities throughout the year and will continue to do so going forward.
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Section 2 — Budget Adjustments and Appropriation Language

2.1 — Budget Adjustments Table

Dollars in Thousands
Departmental Offices-S & E
FY 2008 Enacted
Base Realignment:
OIA - Base Realignment
OIA - Global Finance Initiative
Maintaining Current Levels (MCLs):
Non-Pay Inflation Adjustment
Pay Annualization
Pay Inflation Adjustment
Initiative Annualization:
IA - Annualization of FY 2008 Initiative
OFAC - Annualization of FY 2008 Initiatives
OIA - Annualization of FY 2008 Initiatives
TFFC - Annualization of FY 2008 Initiatives
TP - Annualization of FY 2008 Initiatives
Non-Recurring Costs:
SCIF
Transfers In:
DOIT - Disaster Recovery
Total FY 2009 Base
Program Increases:
DF - Debt Management Office Analytical Support
DF - Ensuring National Security Through CIP
DO - Operations Center
OFAC - State Sponsored Terrorism (Iran and Sudan)
OGC - General Counsel Support for CFIUS
OIA - Counterintelligence and Security Capabilities Enhancement
OIA - Global Finance Initiative
Subtotal FY 2009 Program Changes
Total FY 2009 Request

2A — Budget Increases and Decreases Description

Base Realignment ...

FTE
1,133

N B O o~

1,156

1,200

Amount
$248,360

(1,000)
1,000

2,396
837
2,849

748
986
1,465
803
431

(1,500)

1,724
$259,099

3,000
1,300
6,200
1,380
483
1,433
1,000
14,796
$273,895

+3$0/+0 FTE

Office of Intelligence Analysis (OIA) - Base Realignment -$1,000,000/ +0 FTE

A portion of the Treasury base funding will be transferred within the DO budget to

support the Global Finance Initiative.

OIA - Global Finance Initiative +$1,000,000/ +0 FTE

In FY 2009, Treasury will realign $1 million in base resources to support the Global
Finance Initiative for a total of $2 million. This investment is described in more detail in

the “Program Increases” section below.

Maintaining Current Levels (MCLS) ......cccocvevvviveieenene.

Non-Pay Inflation Adjustment +$2,396,000 / +0 FTE

+$6,082,000/ +0 FTE

Funds are requested for the inflationary increases to non-labor related items such as
contracts, travel, supplies, equipment, and General Services Administration (GSA) rent
adjustments; and Department of State overseas Capital Security Cost Sharing.
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Pay Annualization +$837,000 / +0 FTE
Funds are requested for the FYY 2009 cost of the January 2008 pay increase.

Pay Inflation Adjustment +$2,849,000 / +0 FTE
Funds are requested for the proposed January 2009 pay raise.

Initiative ANNUAlization ............cccoeeieiii e +$4,433,000 / +23 FTE
Funds are requested for completing the full-year cost and FTE realization of positions
from enacted FY 2008 initiatives.

Office of International Affairs (1A) - Annualization of FY 2008 Initiative +$748,000 / +4
FTE

In FY 2008, funds were enacted to recruit investment flow analysts and other specialists.
This function is necessary to provide adequate support for, and measure progress toward,
achieving the International Affairs objective of ensuring national security and increasing
economic growth.

Office of Foreign Asset Control (OFAC) - Annualization of FY 2008 Initiatives
+$986,000 / +5 FTE

In FY 2008, resources were enacted to continue the Treasury Department's efforts in
combating terrorism networks and state sponsors of terrorism. New Executive Orders
with respect to Sudan and Syria were issued in 2006 and the Administration is
extensively engaged with respect to Iran. Funding was also enacted to expand the
weapons of mass destruction (WMD) sanctions program by strengthening OFAC's ability
to track, identify, and designate financiers and other supporters of WMD proliferation.
Finally, additional support was enacted to expand enforcement capacity in support of
investigation and blocking activities, which are critical to the enforcement of sanctions.

OIA - Annualization of FY 2008 Initiatives +$1,465,000 / +9 FTE

In FY 2008, funding was enacted to expand OlA's analytic programs to meet increased
demands and expand the breadth and depth of its analytic coverage to address emerging
national security threats and issues. Additionally, resources were provided to integrate
Treasury further into the Intelligence Community (I1C); to increase Departmental access
to critical intelligence; and to expand the Department’s ability to coordinate on terrorist-
financing and WMD proliferation matters with the 1C, law enforcement communities,
and foreign partners. Finally, funding was enacted for OlIA’s Office of Intelligence
Support (OIS) to provide intelligence on a full range of political, economic, and security
matters to the Secretary, Deputy Secretary and other senior Treasury leadership. The
information provided by OIS is critical for the participation by the Treasury Department's
senior leaders in the policymaking process National Security Council.

Office of Terrorist Financing and Financial Crimes (TEFC) - Annualization of FY 2008
Initiatives +$803,000 / +4 FTE

In FY 2008, resources were enacted for additional policy advisors dedicated to disrupting
terrorist financial networks in the Western Hemisphere, Africa and the Middle East-South
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Asia nexus, bringing together the U.S. government tools available to law enforcement
and national security agencies. Funding was also provided to target rogue regimes such
as North Korea and other significant national security hot spots (including Afghanistan,
Pakistan, India, and Central Asia).

Office of Tax Policy (TP) - Annualization of FY 2008 Initiatives +$431,000 / +2 FTE

In FY 2008, funds were enacted to increase tax policy analytical support. TP presently
has only limited capability to produce analyses for a narrow range of tax policy changes.
Additional resources dedicated to to this analysis will afford decision makers estimates of
the full effect of tax policy changes decision-makers in order to inform tax policy
determinations. The resources requested will facilitate production of these estimates for
proposed Federal tax legislation. This funding annualizes that initiative to ensure full year
funding for FY 2008 hires.

NON-RECUITING COSES ...ocviivieiieieciesieee e -$1,500,000/ +0 FTE
Sensitive Compartmented Information Facility (SCIF) -$1,500,000 / +0 FTE

Of the $3 million in SCIF funding enacted in FY 2008, $1.5 million is non-recurred in
FY 20009.

TranSTEIrS TN .o +$1,724,000/ +0 FTE
DOIT - Disaster Recovery +$1,724,000 / +0 FTE

The FY 2009 budget proposes to transfer funding for its disaster recovery site from the
Department-wide Systems and Capital Investments Program account to the DO Salaries
and Expenses account due to the fact that the funds are for continuing operations and not
development. The DO disaster recovery site was established in 2002 at another
government site in West Virginia. The servers, workstations and network devices were
procured and installed as part of the seat management contract. Thus, the systems are
paid for over a three- or four-year period and refreshed at the end of the cycle. The fixed
cost of equipment, labor and leased telecommunications lines are mandatory expenses
that will continue in perpetuity.

Program INCIrEaSES ........ccccvveiiiiiiiiiieiiie e +$14,796,000 / +44 FTE
DF - Debt Management Office Analytical Support +$3,000,000 / +2 FTE

A complete revamp of the Office of Debt Management's (ODM) information technology
systems is necessary to equip decision makers with better models so that more accurate
and timely projections can be made. This will result in more effective financing of the
Federal Government and will increase the reliability of crucial data on which the capital
markets rely. By investing in ODM’s systems, the Treasury Department will be in a
position to significantly reduce the risk of operational failure, better manage its $9+
trillion debt portfolio and improve national security. Securing the ODM infrastructure
through multiple failsafe mechanisms and backup facilities will ensure that the U.S.
Treasury market remains the most important sovereign issuer in global capital markets.
This modernization will make the U.S. debt management technology more comparable to
the sophisticated systems used in other countries like the United Kingdom, Canada, and
Japan. Additionally, the potential cost savings for the American public from completing
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this initiative is significant - a one basis point reduction in interest costs would save the
US taxpayer $430 million annually.

DF - Ensuring National Security Through the Office of Critical Infrastructure Protection
+$1,300,000 / +0 FTE

This funding will help prepare the American financial services sector against disasters,
either natural or manmade. The mission of this office is to lead the efforts of the Banking
and Finance Sector to maintain and improve the security and resilience of the U.S.
financial infrastructure. Initiatives currently underway have made a direct and positive
impact on cooperative public-private sector efforts to identify threats and vulnerabilities,
to share critical information, and to work together to mitigate risks to the sector and
protect the U.S. economy and our national security. Given the important mission and its
many accomplishments, the FY 2009 budget seeks additional resources to expand the
work of providing for the resilience and protection of the Nation's financial services
infrastructure. Additional funding will allow for further international exercises with
entities such as the European Central Bank, extensive mapping of the financial sector,
and the establishment of secure communications with financial institutions.

DO - Operations Center +$6,200,000 / +24 FTE

The war on terror and the increasing globalization of the world economy requires the
Department of the Treasury’s policy offices and bureaus to coordinate actions in a
dynamic environment. Interactions with international financial markets, regulation of
domestic financial markets, and the financial analysis of terrorist organizations demand
continuous coordination. The global scope of the Treasury Department’s operation
requires a 24/7 monitoring capability. Only instant communication and continuous
coordination will enable the Department to respond efficiently to an international or
domestic financial crisis. The FY 2009 budget establishes an Operations Center that will
act as a fusion center for the processing, dissemination, and coordination of crisis
management actions of policy offices including international affairs, domestic finance,
and intelligence analysis. It will incorporate and expand the existing Market Room’s
capacity to monitor international and domestic financial markets; coordinate actions with
Federal agencies, foreign governments, and global financial markets; and manage the
Department’s global operations on a daily basis. The center will include representatives
from key Treasury Department policy offices and will provide them with necessary
communication equipment and information technology.

OFAC - State Sponsored Terrorism (lran and Sudan) +$1,380,000 / +4 FTE

The FY 2009 budget proposes to enhance capacity to effectively administer and
implement the application of economic sanctions to state-sponsors of terrorism, such as
Iran and Sudan, as well as terrorists, terrorist groups, and their support networks. The
funds will provide additional sanctions investigators; enforcement, compliance, licensing,
blocking, and civil penalties officers; Freedom of Information Act specialists; and
program advisor and records management specialists to support these efforts.
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Office of General Counsel (OGC) - General Counsel Support for the Committee on
Foreign Investment in the United States (CFIUS) +$483,000 / +2 FTE

The Office of the Assistant General Counsel for 1A requires additional legal support so
that it may meet the increased demand to support clients on the Treasury-chaired
Committee on Foreign Investment in the United States. The number of cases reviewed
by CFIUS has substantially increased, as has the scrutiny accorded to each case.
Treasury Department attorneys are involved much earlier in the process of case review
and are devoting far more time to each case in order to examine jurisdictional issues and
participate in interagency discussions of possible mitigation agreements when potential
national security threats are present.

OIA - Counterintelligence and Security Capabilities Enhancement +$1,433,000 / +3 FTE
Funding this initiative is critical to the Department’s efforts to address current and
emerging threats that affect its national security mission. These include: preventing
espionage in the Department; thwarting adversarial threats to our personnel, programs,
and facilities; and identifying and mitigating threats from compromise of Treasury
critical programs or theft. As Treasury's national security mission increases, Treasury
becomes a greater target of foreign adversaries. This initiative builds on the recent
Departmental Counterintelligence assessment. Furthermore, this initiative aligns with the
Director of National Intelligence’s National Intelligence Strategy Enterprise Objective
Seven and the National Counterintelligence Strategy.

OIA - Global Finance Initiative +$1,000,000 / +10 FTE

Targeted financial measures supported by sound financial intelligence have become one
of the most effective weapons against national security threats, as policymakers continue
to seek options short of military force. Treasury’s efforts in this area have been
instrumental in disrupting terrorist financing and applying pressure on countries such as
Iran and North Korea in direct support of U.S. policy goals. This initiative provides $2
million, including a realignment of $1 million in base resources, and 10 positions to
establish a capability to facilitate the coordination of global finance intelligence issues
within the IC. These resources will enable OIA, Treasury’s intelligence component, to
effectively leverage information from the IC to provide actionable intelligence to senior
policymakers in support of these increasingly utilized measures, and to play a critical role
in facilitating coordination across the 1C on matters related to financial intelligence.
Resources will be targeted to aligning collection requirements on finance-related issues
more closely with policymaker needs; developing and taking advantage of new sources of
information; enhancing analysis on finance-related issues in coordination with the IC;
expanding OIA’s role and relationships within the IC; and ensuring OIA’s infrastructure
meets these new responsibilities. This initiative is aligned with key tasks and objectives
of the National Security Strategy, the National Intelligence Strategy, the National
Implementation Plan for the War on Terror, and the Treasury Strategic Plan.
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2.2 — Operating Levels Table

Dollars in Thousands

Bureau: Departmental Offices- S & E

FTE

Object Classification:
11.1 - Full-time permanent
11.3 - Other than full-time permanent
11.5 - Other personnel compensation
11.8 - Special personal services payments
12 - Personnel benefits
13 - Benefits for former personnel
21 - Travel and transportation of persons
22 - Transportation of things
23.1 - Rental payments to GSA
23.2 - Rental payments to others
23.3 - Comm, utilities, and misc charges
24 - Printing and reproduction
25 - Other contractual services
25.1 - Advisory and assistance services
25.2 - Other services

25.3 - Other purchases of goods and services from Govt.

accounts

25.4 - Operation and maintenance of facilities

25.5 - Research and development contracts
25.6 - Medical care
25.7 - Operation and maintenance of equip
25.8 - Subsistence and support of persons
26 - Supplies and materials
31 - Equipment
32 - Land and structures
33 - Investments and loans
41 - Grants, subsidies, and contributions
42 - Insurance claims and indemnities
43 - Interest and dividends
44 - Refunds

Total Budget Authority

Budget Activities:
Executive Direction
Economic Policies and Programs
Financial Policies and Programs
Terrorism and Financial Intelligence
Treasury-wide Management and Programs
Administration Programs

Total Budget Authority

FY 2007 Enacted
1,055

107,172
2,781
197

0
23,792
0
4,200
0
4,000
0
13,146
2,715
0
26,690
13,612
15,751

900

$216,348

19,728
38,393
24,695
47,540
16,748
69,244
$216,348
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FY 2008
President's
Budget

1,133

112,379
2,781
197

0
23,843
0
6,789
0
5,239
0
7,967
3,615
0
52,837
0
28,564

0
0
0
1,000

3,857
1,073

O OO o oo

$250,141

19,816
45,450
28,869
56,224
19,010
80,772
$250,141

Cong. Action
including
Rescission

[=NeeloNelNelNeNoNoNoNo o No)

(1,782

~

o o

[eNeleleNoNoNoNoNoNolo e No}

$(1,782)

933
(1,208)
595

551
(348)
(2,305)
$(1,782)

FY 2008 Enacted
Level

112,378
2,781
197

0
23,843
0
6,790
0
5,239
0
7,967
2,715
0
51,055
9,724
18,840

900

0

0
1,000
0
3,857
1,073

O OO o oo

$248,360

20,749
44,242
29,465
56,775
18,505
78,624
$248,360

FY 2009
Requested Level

1,200

130,297
2,781
197

0
28,377
0
5,047
0
4,000
0
14,058
2,715
0
37,699
19,229
22,249

900

0

0
1,000
0
3,426
1,920

O OO o oo

$273,895

21,592
45,853
34,735
61,712
19,009
90,994
$273,895



2.3 — Appropriations Detail Table
Dollars in Thousands

% Change
FY 2007 FY 2007 FY 2008 FY 2009 FY 2008
Resources Available for Obligation Obligations* Enacted Enacted Request to FY 2009
FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE AMOUNT
Newly Appropriated Resources:
Executive Direction Programs 119 $19,094 119 $19,728 129 $20,749 131 21,592 1.16% 4.06%
Economic Policies and Programs 232 35,581 232 38,393 244 44,242 247 45,853 1.44% 3.64%
Financial Policies and Programs 181 24,878 181 24,695 194 29,465 198 34,735 1.80% 17.89%
Terrorism and Financial Intelligence 264 43,115 264 47,540 308 56,775 342 61,712  11.06% 8.70%)
Treasury-wide Management Policies and Programs 99 15,705 99 16,748 99 18,505 99 19,009 0.00% 2.72%
Administration Programs 160 75,154 160 69,244 160 78,624 184 90,994 15.00% 15.73%,
Subtotal Newly Appropriated Resources 1,055 213527 1,055 216,348 1,133 248,360 1,200 273895  5.87% 10.28%
Other Resources:
Offsetting Collections - Reimbursable 86 $17,.816 86 $19,800 90 $19,800 90 $18,500 0.00% -6.57%|
Subtotal Other Resources 86 17,816 86 19,800 90 19,800 90 18,500 0.00% -6.57%
Total Resources Available for Obligation 1,141  $231,343 1,141  $236,148 1,223 $268,160 1,290  $292,395  5.44% 9.04%
1/ FY 2007 Obligations equal enacted less anticipated lapse
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2B — Appropriations Language and Explanation of Changes

Appropriations Language

Explanation of Changes

DEPARTMENT OF THE TREASURY
DEPARTMENTAL OFFICES

Federal Funds
SALARIES AND EXPENSES:

For necessary expenses of the Departmental Offices
including operation and maintenance of the Treasury
Building and Annex; hire of passenger motor

vehicles; maintenance, repairs, and improvements of, and
purchase of commercial insurance policies for, real
properties leased or owned overseas, when necessary

for the performance of official business, [$248,360,000]
$273,895,000, [of which not to exceed $10,840,000 is for
executive direction program activities; not to exceed
$9,909,000 is for general counsel program activities; not to
exceed $44,242,000 is for economic policies and programs
activities; not to exceed $29,464,000 is for financial
policies and programs activities; not to exceed $56,775,000
is for terrorism and financial intelligence activities; not to
exceed $18,505,000 is for Treasury-wide management
policies and programs activities; and not to exceed
$78,625,000 is for administration programs activities:
Provided, That the Secretary of the Treasury is authorized
to transfer funds appropriated for any program activity of
the Departmental Offices to any other program activity of
the Departmental Offices upon notification to the House
and Senate Committees on Appropriations: Provided
further, That no appropriation for any program activity
shall be increased or decreased by more than 2 percent by
all such transfers: Provided further, That any change in
funding greater than 2 percent shall be submitted for
approval to the House and Senate Committees on
Appropriations:] Provided [further], That of the amount
appropriated under this heading, not to exceed $3,000,000,
to remain available until [September 30, 2009] September
30, 2010, is for information technology modernization
requirements; not to exceed [$150,000] $200,000 is for
official reception and representation expenses; and not to
exceed $258,000 is for unforeseen emergencies of a
confidential nature, to be allocated and expended under the
direction of the Secretary of the Treasury and to be

The language has been
amended to remove the
allocation of appropriated
funds by budget activity.
The amended language
provides flexibility to the
Secretary of the Treasury
to meet critical
requirements in a timely
manner. This
methodology is in line
with submissions from
prior years, and will
make DO’s
reprogramming
requirements the same as
all other Treasury
bureaus.

The language requests
that representation funds
be increased by $50,000
to reflect Treasury’s
greater overseas presence
and increased
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accounted for solely on his certificate: Provided further,
That of the amount appropriated under this heading,
$[5,114,000] 5,232,443, to remain available until
[September 30, 2009] September 30, 2010, is for the
Treasury-wide Financial Statement Audit and Internal
Control Program, of which such amounts as may be
necessary may be transferred to accounts of the
Department’s offices and bureaus to conduct audits:
Provided further, That this transfer authority shall be in
addition to any other provided

in this Act: Provided further, That of the amount
appropriated under this heading, [$3,000,000] $500,000, to
remain available until [September 30, 2009] September 30,
2010, is for secure space requirements: Provided further,
That of the amount appropriated under this heading,
[$2,300,000] $1,100,000, to remain available until
[September 30, 2009] September 30, 2010, is for salary and
benefits for hiring of personnel whose work will require
completion of a security clearance investigation in order to
perform highly classified work to further the activities of
the Office of Terrorism and Financial Intelligence:
Provided further, That of the amount appropriated under
this heading, [$2,100,000] $3,400,000, to remain available
until [September 30, 2010] September 30, 2011, is to
develop and implement programs within the Office of
Critical Infrastructure Protection and Compliance Policy,
including entering into cooperative agreements, Provided
further, That of the amount appropriated under this
heading $3,000,000 to remain available until September
30, 2011, is for modernizing the Office of Debt
Management's information technology.

international
responsibilities.

2C - Legislative Proposals

Legislation has been proposed that will give the Secretary of the Treasury the ability to
manage the government’s short-term excess operating cash more efficiently. Under the
current authority, which is codified at 31 U.S.C. 323, the Government is authorized to
invest its short-term excess cash in obligations of the United States Government and
depositary institutions, principally banks, savings and loan associations, and credit
unions. This initiative would enable the Secretary of the Treasury to broaden investment
options and improve earnings on investments. This initiative is expected to increase the

interest earnings on the Treasury’s investment of short-term excess cash by

approximately $10 million a year. Such earnings would be deposited in the general fund

of the Treasury.
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This proposal is consistent with recommendations in the September 2007 GAO report
entitled “Treasury has Improved Short-Term Investment Programs, but Should Broaden
Investments to Reduce Risks and Increase Return.” In its report, GAO suggests that
Congress consider providing the Secretary of the Treasury with broader authority in the
design of an expanded repossession program. Specifically, GAO recommended that
Treasury explore the reallocation of its short-term investments and, if provided the
authority to do so, implement a permanent expanded repossession program that would
meet Treasury’s short-term investment objectives while maintaining current minimal risk
investment policies.
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Section 3 — Budget and Performance Plan

This table lists all FY 2009 resources by strategic goal, objective and outcome outlined in
the FY 2007-2012 Treasury Department Strategic Plan. The Treasury Strategic Plan is a
corporate level plan for the Department that provides a description of what the agency
intends to accomplish over the next five years.

For detailed information about the FY 2007-2012 Treasury Strategic Plan, please go to:
http://www.treas.gov/offices/management/budget/strategic-plan/

3.1 - Budget by Strategic Goal
Dollars in Thousands
FY 2008  FY2009  Percent

TREASURY Strategic Goal Enacted Request Change
AMOUNT AMOUNT AMOUNT

Effectively Managed U.S. Government Finances 56,431 60,087 6.48%

U.S. & World Economies Perform at Full Economic

Potential 78,011 82,007 5.12%

Prevented Terrorism & Promoted the Nation's Security

Through Strengthened International Systems 106,461 112,937 6.08%
Management and Organizational Excellence 25,957 37,364 43.95%
Total $266,860  $292,395 9.57%

3A - Executive Direction ($21,592,000 from direct appropriations and $700,000 from
reimbursable programs): The Executive Direction program area provides direction and
policy formulation to the Department and DO, and interacts with Congress and the public
on Departmental policy matters. These include: the Office of the Secretary, Deputy
Secretary, Chief of Staff, Executive Secretary, General Counsel, Legislative Affairs,
Public Affairs, and Treasurer.

A portion of the funds from all reimbursable programs are allocated to the Executive
Direction and Administrative Programs budget activities to support management and
legal services provided to reimbursable programs

1 DO activities support each of the Department’s sixteen strategic outcomes. Presenting these dollars at the
strategic goal level provides a better demonstration of DO’s activity levels.
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3.2.1 — Executive Direction Budget and Performance Plan

Appropriated Resources $14,430 $16,329 $19,094 $20,749 $21,592
Reimbursable Resources $0 $0 $660 $0 $700
Total Resources $14,430 $16,329 $19,754 $20,749 $22,292
Budget Activity Total $14,430 $16,329 $19,754 $20,749 $22,292

No specific performance goals/measures are presented for this budget activity as the
activity supports the mission of the entire Department.

3B — Economic Policies and Programs ($45,853,000 from direct appropriations and
$3,200,000 from reimbursable programs): A major mission of the Departmental Offices
is to promote economic growth and security. The Offices pursue this mission by
providing economic guidance and support to the Secretary in his role as the President’s
chief economic adviser. Offices within Economic Policies and Programs monitor
domestic and international economic conditions and developments, and collect and
analyze financial data including foreign credits and credit guarantees. They also provide
advice and assistance to the Secretary in the formulation and execution of U.S. and
international economic and financial policies.

Other Resources: Reimbursements totaling $3.2 million are collected from the U.S.
Agency for International Development for Treasury economic and financial technical
assistance to foreign governments and from the Mansfield Center for Pacific Affairs for
personnel services rendered on a rotational basis to the Government of Japan’s Ministry
of Finance. (Note: A portion of these funds are allocated to the Executive Direction and
Administrative Programs budget activities to support management and legal services
provided to reimbursable programs.)

Office of International Affairs

The mission of the Office of International Affairs is to raise economic growth in
developed and developing countries; improve financial stability and security in emerging
and world markets; increase the effectiveness of U.S. assistance to the world’s poorest
countries; enhance the functioning of the international financial institutions; and promote
an open and transparent international trade and investment regime.

IA leads the Treasury Department effort in the development of policies and guidance
related to international monetary affairs, trade and investment policy, international debt
strategy, and United States participation in international financial institutions. 1A
coordinates United States economic policies with the finance ministers of other G-7
industrial nations and prepares the President for annual economic summits.
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Office of Economic Policy

The Office of Economic Policy plays a key role in supporting the Secretary by providing
technical analysis, economic forecasting, and policy guidance on issues ranging from
changes in entitlement policy to responding to international financial crises. EP provides
economic intelligence through the analysis and reporting of current and prospective
economic developments in the U.S. and world economies. EP also provides assistance in
the evaluation and determination of the appropriate economic approach.

In recent years, Treasury has taken a leadership role on the Social Security and Medicare
Working Group with EP representing the Treasury Department. This group has proposed
and implemented significant changes in the Trustees Reports, including perpetuity
estimates of unfunded liabilities in the Social Security and Medicare reports. EP has
published a series of Issue Briefs detailing a set of criteria and associated metrics to allow
evaluations and analysis of options related to Social Security reform.

3.2.2 — Economic Policies and Programs Budget and Performance Plan

Appropriated Resources $31,203 $31,691 $35,581 $44,242 $45,853
Reimbursable Resources $2,379 $8,504 $3,195 $7,204 $3,200
Total Resources $33,582 $40,195 $38,776 $51,446 $49,053
Budget Activity Total $33,582 $40,195 $0 $51,446 $49,053

Number of new trade and investment N/A N/A N/A Baseline
negotiations underway or completed (Oe)

Improve International Monetary Fund (IMF) 78% 100% 100% 90% 90%
effectiveness and quality through periodic

review of IMF programs (%)(Oe)

Percentage of grant and loan proposals 78% 88% 92% 90% 90%
containing satisfactory frameworks for results

measurement (%) (Oe)

U.S. unemployment rate (%) (Oe) 5% 5% 5% 5% 5%
US Real Gross Domestic Product (GDP) 4% 3% 2% 3% 3%
growth rate (%) (Oe)

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: The Treasury Department is committed to participating in
the negotiation and implementation of international agreements, which help to remove
trade and investment barriers and stimulate domestic and global growth. This goal is
accomplished by increasing the number of new Free Trade Agreements (FTAs) and
Bilateral Investment Treaties (BITs). The Department continues to seek strong
commitments from its trading partners to ensure those markets are available to the United
States on a fair and open basis. Once implemented, the agreements serve as a core
element for a trading partner’s economic infrastructure, helping to enhance international
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economic and financial stability. In FY 2007, the Department of the Treasury surpassed
its target.

To help ensure that the Multilateral Development Banks (MDBs) demonstrate results of
their development assistance, MDBs closely monitor the percentage of grant and loan
proposals containing satisfactory measurement frameworks. Over the past few years,
most of the MDBs have made substantial progress towards developing frameworks that
measure the results of their development assistance. For FY 2007, 92 percent of grant
and loan proposals contained results measurement frameworks, exceeding the
Department’s target of 90 percent.

Currently, DO is working to develop meaningful performance measures that will align to
the Treasury Department’s Strategic Plan. Once completed in FY 2008, these new
measures will replace the existing measures.

3C - Financial Policies and Programs ($34,735,000 from direct appropriations and
$4,300,000 from reimbursable programs): Offices within Financial Policies and
Programs monitor and provide advice and assistance to the Secretary in the areas of tax
policy and domestic finance.

Other Resources: Reimbursements totaling $4.3 million are collected from the Council
of Economic Advisors and the Board of Governors of the Federal Reserve for personnel
services rendered. (Note: A portion of these funds is allocated to the Executive
Direction and Administrative Programs budget activities to support management and
legal services provided to reimbursable programs.)

Office of Tax Policy

The Office of Tax Policy supports the Secretary of the Treasury through the provision of
technical analysis, economic forecasting, and policy guidance on issues relating to
Federal tax policy. TP’s analysis also supports the Department’s management of the
Federal revenues, collection of tax revenues due the United States, and Federal debt
management - all essential for ensuring the integrity of the American financial system.

TP has supported the Administration’s health care initiatives through significant and
timely analysis of the taxation and employee benefits issues underlying many health and
Medicare reform proposals. TP is currently facing two significant challenges: to improve
its analytical capabilities by expanding its data systems and its economic modeling
capabilities, and, working with the Internal Revenue Service, to reduce the “tax gap”
through initiatives to enhance taxpayer compliance.
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Office of Domestic Finance

The mission of the Office of Domestic Finance is to advise and assist the Secretary and
Deputy Secretary on the domestic financial system, fiscal policy and operations,
governmental assets and liabilities, and related economic and financial matters, as well as
create the conditions necessary for the financial sector to be resilient in the event of
unforeseeable future events.

DF covers diverse areas such as trading and clearing initiatives, risk mitigation,
derivatives issues, bankruptcy/netting, hedge funds, Social Security reform, contingency
of operations/business continuity planning, corporate governance and accounting issues,
maintenance of the integrity of United States currency (including new currency design
features), threat assessment issues, specific research and development, program planning
and control, and analysis of policies related to government borrowing, banking and
investing.

3.2.3 — Financial Policies and Programs Budget and Performance Plan

Appropriated Resources $25,231 $26,308 $24,878 $29,465 $34,735
Reimbursable Resources $900 $936 $4,304 $936 $4,300
Total Resources $26,131 $27,244 $29,182 $30,401 $39,035
Budget Activity Total $26,131 $27,244 $0 $30,401 $39,035

Audit opinion received on government-wide 1 1 1 1

financial statements (Oe)

Release Federal Government-wide financial 1 1 1 1 1
statements on time (Oe)

Variance between estimated and actual 5% 4% 2% 5% 5%

receipts (annual forecast) (%) (Oe)
Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction. *This data is an
estimate.

Description of Performance: In FY 2007, for the fourth consecutive year, the Treasury
Department’s Office of Domestic Finance released the federal government-wide financial
statements on time, and expects to meet its target for both FY 2008 and 2009. The
prompt release of this statement is important because it represents the culmination of the
recent government-wide campaign to accelerate the issuance of financial reporting. In
addition, the Department manages the government’s cash position to ensure that funds
are available on a daily basis to cover federal payments and to maximize investment
earnings and minimize borrowing costs. The Department of the Treasury met its goal of
receiving audit opinions on government-wide financial statements, and has plans to meet
FY 2008 and 2009 targets.
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The Office of Fiscal Projections ensures that funds are available on a daily basis to cover
federal payments, maximize investment earnings, and minimize borrowing costs. The
metric “variance between estimated and actual receipts” measures the accuracy of the
office’s monthly forecast of budget receipts over the entire year.

In FY 2007, the Office of Fiscal Projections continued to improve its receipt forecasting
and exceeded its targeted variance level of 5 percent. In FYs 2008 and 2009, a new
analytical functionality will be added to make additional improvements in receipt
projections. Combining improved receipt forecasting with more accurate projection of
outlays and other cash flow components will allow the Department to reach its primary
goals of cash and debt management: (1) lowest cost of borrowing over time; (2) adequate
cash balances to meet Federal obligations at all times; and (3) investment of excess cash
balances to increase the rate of return and lower even further the net cost of borrowing.

After review, it has been determined that the current performance measures are not
adequate or meaningful. Therefore, the Department is in the process of developing new
measures that align with the Treasury Strategic Plan. Once the new measures have been
developed in FY 2008, existing measures will be discontinued and replaced.

3D - Terrorism and Financial Intelligence ($61,712,000 from direct appropriations
and $4,000,000 from reimbursable programs): The Office of Terrorism and Financial
Intelligence (TFI) marshals the department's functions that strengthen national security
with the twin aims of safeguarding financial systems against illicit use and combating
rogue nations, terrorist facilitators, money launderers, drug kingpins, proliferators of
weapons of mass destruction, and other national security threats.

Other Resources: Reimbursements totaling $4.0 million are collected from the Executive
Office of Asset Forfeiture and the U.S. Department of Defense. (Note: A portion of these
funds is allocated to the Executive Direction and Administrative Programs budget
activities to support management and legal services provided to reimbursable programs.)

The Office of Foreign Asset Control

The Office of Foreign Asset Control is dedicated to carrying out the complex mission of
administering and enforcing economic and trade sanctions based on U.S. foreign policy
and national security goals. OFAC administers approximately 30 economic sanctions
programs against foreign countries, targeted regimes, and entities and individuals,
including residual enforcement actions associated with programs that have been lifted.
Although these programs differ in terms of their scope and application, they all involve
the exercise of the President’s constitutional and statutory wartime and national
emergency powers to impose controls on transactions and trade, and to freeze foreign
assets that come within the jurisdiction of the United States.

The majority of programs administered and enforced by OFAC arise from the President’s
authorities under the International Emergency Economic Powers Act (IEEPA). In
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administering and enforcing these economic sanctions, OFAC must maintain a close
working relationship with other federal departments and agencies in order to ensure both
that these programs are implemented in a manner consistent with U.S. national security
and foreign policy interests, and that they are enforced effectively. To fulfill its mission,
OFAC works directly with the Departments of State, Commerce, and Justice (including
the Federal Bureau of Investigation and the Drug Enforcement Administration); the
Department of Homeland Security's U.S. Customs and Border Protection and U.S.
Immigration and Customs Enforcement; the Department of Defense; bank regulatory
agencies; and other law enforcement and intelligence community agencies.

Office of Intelligence and Analysis

The Office of Intelligence and Analysis is responsible for the receipt, analysis, collation,
and dissemination of foreign intelligence and foreign counterintelligence information
related to the operation and responsibilities of the Department of the Treasury. OIA’s
mission is to support the formulation of policy and execution of Treasury authorities.
OIA executes this mission by producing expert intelligence analysis on financial and
other support networks for terrorist groups, proliferators, and other key national security
threats, and by providing timely, accurate, and focused intelligence on the full range of
economic, political, and security issues.

The Office of Terrorist Financing and Financial Crimes

The Office of Terrorist Financing and Financial Crimes is the policy and outreach
apparatus for the Office of Terrorism and Financial Intelligence on terrorist financing,
money laundering, financial crime, and sanctions issues. It develops and implements
strategies, policies, and initiatives to identify and address vulnerabilities in the U.S. and
the international financial system and to disrupt and dismantle terrorist and WMD
proliferation financial networks. TFFC collaborates with the other elements of TFI and
other Treasury offices and works closely with the federal law enforcement community —
in particular, IRS-CI criminal investigators — as well as with the regulatory community,
the private sector, and its counterparts abroad to identify and address terrorist financing
and WMD proliferation threats.

More specifically, TFFC leads and coordinates the United States representation at
international bodies dedicated to fighting terrorist financing and financial crime such as
the Financial Action Task Force and increases our multilateral and bilateral efforts in this
field. The office advances international standards, conducts assessments, and applies
protective countermeasures against high-risk foreign jurisdictions and financial
institutions. Bilaterally, TFFC works with foreign counterparts to craft strategies to
jointly attack terrorist financing both globally and within specific regions.
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3.2.4 — Terrorism and Financial Intelligence Budget and Performance Plan

Appropriated Resources $34,796 $39,540 $43,115 $56,775 $61,712
Reimbursable Resources $6,167 $6,987 $3,934 $6,987 $4,000
Total Resources $40,963 $46,527 $47,049 $63,762 $65,712
Budget Activity Total $40,963 $46,527 $47,049 $63,762 $65,712
Increase the number of outreach engagements 95 45 85 70 70

with the charitable and international financial

communities (Ot)

Number of countries that are assessed for 49 5 6 12 12
compliance with the Financial Action Task

Force (FATF) 40+9 recommendations (Ot)

Number of open civil penalty cases that are 85 85 296 120 120
resolved within the Statute of Limitations

period (Ot)

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: Currently, DO is working to develop meaningful
performance measures that will align to the Treasury Department’s Strategic Plan. Once
these new measures have been developed in FY 2008, existing measures will be
discontinued and replaced.

3E — Treasury-wide Management and Programs ($19,009,000 from direct
appropriations and $2,700,000 from reimbursable programs): Treasury-wide
Management’s (TWM) primary responsibility within the Department of Treasury is to
create the conditions that allow for Administration priorities and goals to be achieved in
the most efficient and effective manner. Treasury-wide Management provides strategic
plans and policy direction in the fields of: human resources; emergency management
(including Treasury employee evacuation and Continuity of Operations); information
technology security; and financial administration (including the formulation and
management of the Treasury budget). The development of these integrated plans helps to
align policy and operations in order to produce maximum value for the American people.

Other Resources: Reimbursements totaling $2.7 million are collected from the Internal
Revenue Service Oversight Board, Department of Homeland Security, D.C. Pensions,
and other Treasury bureaus for services rendered. (Note: A portion of these funds is
allocated to the Executive Direction and Administrative Programs budget activities to
support management and legal services provided to reimbursable programs.)
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3.2.5 - Treasury-wide Management and Programs Budget and Performance Plan

Appropriated Resources $16,245 $16,674 $15,705 $18,505 $19,009
Reimbursable Resources $0 $3,373 $2,696 $3,373 $2,700
Total Resources $16,245 $20,047 $18,401 $21,878 $21,709
Budget Activity Total $16,245 $20,047 $18,401 $21,878 $21,709

Injury and illness rate Treasurywide-including 3 1 1 1 1
DO (Oe)

Number of open material weaknesses closed 7 1 0 3 1
identified (Oe)

Management cost per Treasury employee ($) $ 39 $ 41 $ 30 $ 38 $ 38
(B

Complete investigations of EEO complaints 36% 20% 52% 50% 50%
within 180 days (%) (Oe)

Percent of complainants informally contacting 25% 25% 29% 30% 30%

EEO (for the purposes of seeking counseling

or filing a complaint) who participate in the

ADR process (% ) (Oe)

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: DO, through TWM, is committed to building a strong
institution that is dedicated to serving the public’s interest and focused on delivering
results. The focus of the past year has been on ways to measure progress toward key
goals related to building a world-class organization Treasury-wide.

The Department met its goal of completing investigations of Equal Employment
Opportunity (EEO) complaints within 180 days. In FY 2007, the Treasury Department
instituted service level standards to assess the performance of the Treasury Complaint
Mega Center, which processes all EEO complaints for all Treasury bureaus. This is part
of the Department’s initiative to improve oversight of the center and ensure continuous
improvement in operations. The establishment of the position for Chief, Complaint
Operations, is needed to assist the efforts to hold the organization accountable for
improvements in quality and reduction in timeframes to process complaints.

The FY 2007 performance goal to reduce the percent of complainants informally
contacting EEO (for the purposes of seeking counseling or filing a complaint) who
participate in the ADR process was met. However, to reduce the Department’s costs,
increased attention and emphasis should be placed on effective dispute prevention
programs, in addition to an effective ADR program that is viewed as fair and objective by
employees and managers. In FY 2006, the Treasury Department spent over $1 million
dollars to settle EEO complaints, and over $9 million in a U.S. Mint class action
settlement.

In FY 2004, the Department of Labor recognized Treasury for reducing the total injury
and lost time injury rates by more than 10 percent each, well below the recommended 3
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percent for all federal agencies. In 2007, Treasury continued its aggressive occupational
safety and health program and had an additional 1.4 percent reduction. In February 2007,
Treasury received an award from the Department of Labor for reducing more injuries and
illnesses, including those that resulted in time away from work, than any other Federal
Agency.

The Department works to attract and retain the best talent while rewarding employees for
their individual performance. Building a stronger management infrastructure through
Department-wide management training and by linking organization accomplishments to
individual performance is a key step. The Department’s leadership strives to create an
environment that offers purposeful, challenging work in a constructive performance
culture. TWM has laid a foundation that is focused on results-oriented performance,
leadership succession planning, and accountability, to not only to maintain the present
skills base and diversity in the Department’s workforce, but to also to meet future human
resource needs. The Department-wide succession plan ensures that future management
acquires appropriate skills to enable them to lead the Department in an ever-changing
environment.

3F — Administration Programs ($90,994,000 from direct appropriations and
$3,600,000 from reimbursable programs): Administration Programs provides operational
support and shared services to all offices within DO. Activities include accounting,
budget, human resources, information technology, procurement, facilities support, and
travel services. Approximately one-third of the budget activity relates to information
technology support (including desktop computers, printers, faxes, copiers, and helpdesk
support). Another one-third consists of shared services: GSA rent, utilities,
telecommunications, printing and graphics, public transit subsidy, workers compensation,
and financial system support. By centralizing shared services, economies of scale and
workload efficiencies are achieved. The final third consists of employee salaries, routine
building maintenance, custodial services, library services, and the like.

A portion of the funds from all reimbursable programs is allocated to the Executive
Direction and Administrative Programs budget activities to support management and
legal services provided to reimbursable programs.

3.2.6 — Administration Programs Budget and Performance Plan
Administration Programs Budget Activity

FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Resource Level Obligated Obligated Obligated Enacted Request

Appropriated Resources $56,506 $63,094 $75,154 $78,624 $90,994
Reimbursable Resources $0 $0 $3,028 $0 $3,600
Total Resources $56,506 $63,094 $80,878 $78,624 $94,594
Budget Activity Total $56,506 $63,094 $80,878 $78,624 $94,594
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No specific performance goals/measures are presented for this budget activity as the
activity supports the mission of the entire DO, whose work is captured in other
performance measures.

For detailed information about each performance measure, including definition,
verification and validation, please go to:
http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml
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Section 4 — Supporting Materials

4A — Human Capital Strategy Description

By providing sound advice and guidance on staff employment/retention, recognition,
relations/benefits, performance and development, the DO’s Office of Human Resources
(OHR) helps ensure the availability of HR tools required to manage human capital
effectively to support relevant strategic goals and mission accomplishment.

Specific accomplishments for fiscal year 2007 include the following:

HC Strategic Goal 1: Organizational Effectiveness — Align human capital plans,
strategies, and systems to achieve organizational effectiveness and mission
accomplishment.

Upon issuance of the 2006 Federal Human Capital Survey Results by the
Office of Personnel Management (OPM), OHR immediately took assessment
of the results specific to DO, which were generally quite favorable.
Management briefings were conducted and action plans implemented to
address areas of concern and the greatest challenges. Many of the issues
raised in the survey were addressed through prior initiatives to revise several
DO policies such as those covering Performance Management and telework.
New strategies are being developed to better assess the training/developmental
needs of all DO staff.

Several DO Management and Policy offices have been identified for skill gap
analyses and detailed succession plans to ensure vital components within
Main Treasury continue to have the talent and skills necessary to accomplish
their missions.

Within OHR, further organizational restructuring resulted in the establishment
of an area specifically dedicated to staff development and workforce analysis.
Enhancements were made to all existing supervisory/leadership programs to
better clarify training objectives and complete requirements. and ensure closer
alignment with DO subject matter that is mission-related.

OHR has worked to establish Senior Administrative Contacts for each policy
office to partner with in the implementation of significant HR initiatives and
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provide administrative support and a sounding board for management to
communicate their own unique organizational challenges.

HC Strategic Goal 2: Recruitment and Diversity — Recruit and hire a highly skilled
and diverse workforce aligned with business goals.

OHR continues to work closely with OIA to effectively meet and deal with
significant recruitment challenges and quickly filling analyst positions with
the best-qualified individuals to support anti-terrorist efforts.

DO continued its exercise of excepted appointments to ensure that new talent
is hired as quickly as possible, e.g., by using Presidential Management
Fellows, the Student Career Experience Program, DO specific fellowship
programs, and other authorities. DO actively supports initiatives aimed at
increasing the diversity of its workforce, including the use of student interns
under the Hispanic National Internship Program and the Washington
Internships for Native American Students (WINS). Selected entry-level
vacancy announcements are also referred automatically to organizations
assisting qualified disabled applicants.

DO also continues to advocate the use of pay and workplace scheduling
flexibilities, where appropriate, e.g., recruitment bonuses, superior
qualifications appointments, alternative work schedules and telework.

HC Strategic Goal 3: Employee Retention and Satisfaction — Retain a high
performing workforce while maintaining an environment conducive to a high level of
employee satisfaction.

OHR has continued conducting “Benefits Brown Bag” sessions. These one-
hour sessions are scheduled to address staff benefit programs to help
employees make better informed choices and relevant decisions in order to
enhance their quality of life. Sessions fill quickly and the feedback is
overwhelmingly positive.

Because of the substantial number of DO employees eligible to retire within
the next five years, OHR plans to contract with an outside vendor to provide
several retirement seminars during this fiscal year.
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Plans have also been implemented to conduct a special session for DO staff
concerning Estate Planning.

HC Strategic Goal 4: Information Technology — Enhance workforce capabilities to
support the use of current, new and evolving technologies.

Plans are underway to implement the E-OPF (Official Personnel Folder)
initiative mandated by the Office of Personnel Management by FY 2010. Cost
projections have been prepared, appropriate requests submitted and a search
has begun for possible immediate residual funding resources. Electronic
employment files will contribute to the paperless, efficient, versatile operation
of OHR particularly in meeting the challenges associated with employment
data needs on short notice or during government shutdowns or other
unexpected emergencies. Employee access to electronic SF-50 Personnel
Actions was accomplished in July, 2007.

Concerted efforts have been implemented to identify those remaining DO staff
not registered into the HR Connect system. A concentrated marketing effort
and plan is being implemented to get to a 100% staff registration rate. A
special training system on HR Connect system capabilities has been provided
to the Senior Administrative Contacts. Also, an HR Connect training session
for participants was incorporated into the DO New Supervisory Readiness
Training Program.

A new OHR phone system is being implemented to connect customers
directly to the appropriate resource based on specific customer needs. Callers
will also have the option of remaining on the line for the next available staff
member (as opposed to leaving a voicemail).

As in the previous fiscal year, DO is confronted with numerous human capital
challenges in FY 2008:

Increasing competition from private sector and other government agencies for
mission-critical positions such as intelligence analysts, economists and
information technology specialists.

Strategies for Addressing Challenge:
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Increase education about and support of a variety of
hiring/retention flexibilities and incentives, such as direct
hire (where request to OPM is appropriate), superior
qualifications appointments, recruitment bonuses, student
loan repayment, retention allowances, alternative work
arrangements/schedules and other work life issues.
Contractual arrangements are under consideration to obtain
the services of the Corporate Executive Board Recruiting
Roundtable to explore cutting edge strategies to meet DO’s
most challenging recruitment goals.

Enhance workplace flexibilities such as implementation of
a revised telework policy to attract good applicants,
increase employee job satisfaction, and retain employees
them for years to come.

e Loss of institutional knowledge through retirement waves, particularly for critical
subject experts, managers and senior executives.

Strategies for Addressing Challenge:

Increase emphasis on determining leadership bench
strength and supporting leadership/executive development
programs that help to identify and prepare cadres of future
leaders, and gain approval to hire at a level needed to
continue to meet mission objectives.

Work with DO policy offices to identify succession issues
and develop appropriate strategies, emphasizing an overall
need to conduct workforce planning to transition and
maintain technical knowledge.

Implement a broad, systematic approach whereby both line
staff and management can assess individual staff training
needs on an annual basis and identify relevant fiscal
requirements in meeting them.

e Instilling and developing a performance management culture that is results-

oriented.

Strategies for Addressing Challenge:
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Implementation of a revised performance management
policy that is clear, direct, and identifies and links
commitments to organizational goals that are measurable
and results-based.

Conduct perpetual reviews of DO policy office
performance management programs to ensure staff are on
performance plans and receiving timely feedback from
their supervisors.

Ensure performance awards are distributed in a fair manner

and that their justification is based on objective, relevant,
and merit-based criteria.
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4.1 — Summary of IT Resources Table
Dollars in Thousands

- Financial Policies and
Securities Management

Programs $425 $0 $0 N/A $3,000 N/A
Terrorism and
Treasury Foreign Intelligence Network (TFIN) Financial Intelligence
(TF1) $0 $0 $3,000 N/A $3,314 27.0%
Treasury Secure Data Network (TSDN) Eﬁgﬁlﬁi ggﬁztlo.?l’:l
4 $2,772 $1,283 $3,072 139.4% $1,183 -61.5%

1/ This chart includes appropriated resources only, and may not reflect total project costs.
2/ This column reflects appropriated resources provided to a project in FY 2006 and any previous years.
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4B - Information Technology Strategy

The Office of the Chief Information Officer (OCIO) Telecommunications Management
organization (OCIO-TM) provides direct and indirect support to the Secretary in the fight
against terrorism by providing technology and communications required to ensure a
stable domestic and international economy. In addition to supporting the Secretary, the
OCIO-TM supports the IT infrastructure and operations of critical offices including the
Office of the Secretary, the Assistant Secretary for Management, DO policy offices, and
the Office of Terrorism and Financial Intelligence. OCIO-TM also provides the Office of
Domestic Finance with support to facilitate timely decisions on yield curve and interest
rates; provides the Office of Intelligence Analysis with the ability to communicate timely
data between bureaus and other intelligence communities; shares finance-related data to
protect the banking and financial industry against cyber-terrorism; and provides oversight
to the District of Columbia's pension fund.

As part of the OCIO-TM strategy the C1O’s office established a governance structure that
ensures Treasury delivers quality, responsive services that securely meet our customers
needs most economically. As discussed in Section 1B, the Department of the Treasury is
taking steps to improve its IT management. The Department is now including all IT
investments under the Department’s IT Capital Planning and Investment Control Policy
processes; has established a process to ensure that the Project and Program Managers are
certified in accordance with OMB requirements; and is re-establishing the Executive
Investment Review Board (E-Board).

Modernize the DO IT Infrastructure: Modernization of the DO IT infrastructure
provides enhanced functionality, performance, and security to allow offices to
achieve their missions more effectively. Specific projects will include enhanced
disaster recovery capabilities, consolidation of remote access solutions, software and
hardware upgrades, and overall optimization of the DO IT network. Realignment
with the Infrastructure Line of Business is in the initial stages, and DO continues to
integrate and consolidate network components where feasible and practical.

Improve IT Governance and Project Management: OCIO is committed to
ensuring that information and IT resources are managed efficiently and effectively.
In support of DO IT governance and project management, the OCIO
Telecommunications Management team was successful in establishing a separate
governance structure for the Departmental Offices to provide greater oversight and
guidance to the non-enterprise major and non-major investments.

The Departmental Office’s envisions a two year effort to consolidate services under
the pending OCIO TNET wide area network service offering. The vision is as
follows:

FYO08 Transition of Existing TCS Contract Services: The risk-mitigating strategy
of the Departmental Offices (OCIO, HQ IT) is to limit the FY 2008 focus to



transitioning the existing DO funded TCS services to the TNET offering. The TCS
contract provisioned services for the DO includes:

36 TCS circuits of various types

3 Firewalls

4 ATM connections

VPN services; and

Hosting services for a DO application.

O O O o o

FY09 Business Case Assessment for Further Consolidation: Outside the TCS
contract, DO has an inventory of circuits and services obtained from a it’s existing
GSA and Treasury infrastructure contracts. In early FY 2009, HQ IT will conduct
Business Case Assessment for the consolidation of these non-TCS circuits and
network services to the Treasury TNET contract. Thereafter, based upon the funding
and the business case approved recommendations, the DO will commence a two-year
phased consolidation consistent with the business case recommendations.

DO investments met 99 percent of their performance goals in FY 2007. In its diligence
to provide taxpayers with the most efficiency, OCIO-TM continues working with
Enterprise Architecture (EA) staff and the Office of Performance Budgeting (OPB) to
improve its metrics and methodologies to better track established milestones. For
instance, DO delivered uninterrupted network availability 99.9 percent of the time in FY
2007 with a satisfaction rate of 3.61, slightly higher than the planned 3.5.

The secure systems Treasury Foreign Intelligence Network (TFIN) and the Treasury
Secure Data Network (TSDN) work in conjunction with the intelligence community to
provide faster, more timely data to an increased number of users with access to secret and
top secret information in order to support the fight against terrorism. By the end of the
FY 2007, all metrics were on target for both TSDN and TFIN with the number of TFIN
users increasing to 115.
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4.2 - PART Evaluation Table
Year PARTed: FY 2002
Rating: RND

OMB Major Findings/Recommendations
1. The program lacks long-term performance goals with specific targets.

2. The program has not yet instituted annual performance goals to determine the effectiveness of its
sanctions.

3. The program is lacking unit cost measures.

Bureau Actions Planned or Underway

1. Working to develop long-term performance goals with specific timeframes and measures.
2. Adopting annual performance goals and aligning them with the long-term performance goals.

For a complete list of PART results visit the following website:
http://www.whitehouse.gov/omb/expectmore/all.html

DO - 37


http://www.whitehouse.gov/omb/expectmore/all.html

4C — Terrorism Risk Insurance (TRIA)

The Terrorism Risk Insurance Program Reauthorization Act of 2007 (P.L. 110-160)
reauthorized and revised the program established by the Terrorism Risk Insurance Act
(TRIA) of 2002 (P.L. 107-297). The Act extended the Terrorism Insurance Program for
seven years, through December 31, 2014. The 2007 extension of TRIA added a
requirement for commercial property and casualty insurance companies to make available
coverage for losses from domestic as well as foreign acts of terrorism. The Act maintains
for all seven years an insurer deductible of 20 percent of direct earned premiums and an
insurer co-payment of 15 percent of insured losses above the insurer's deductible. In
addition, the Act sets the event trigger amount for Federal payments at $100 million in
aggregate insured losses from an act of terrorism and the annual cap of $100 billion on
total insurer losses from acts of terrorism for which payment of the Federal share of
compensation could be made. The 2007 extension changes recoupment provisions,
requiring Treasury to collect 133 percent of the Federal payments made under the
program up to $27.5 billion, and accelerates time horizons for recoupment by certain
dates up to September 30, 2017.

The Budget, for the first time, includes the estimated Federal cost of compensating
providers of terrorism risk insurance, reflecting the 2007 TRIA extension. The growth in
the private insurance market for this coverage provides data in the form of insurance
premiums that show how private insurers estimate the likelihood of attack and price their
projected losses. Using this market driven data, the Government can project annual
outlays and recoupment under TRIA. These estimates represent the weighted average of
TRIA payments over a full range of scenarios, most of which include no acts of terrorism
(and therefore no TRIA payments), and some of which include acts of terrorism of
varying magnitudes. The Budget projections, however, are in no way an official forecast
of future attacks. On this basis, the Budget projects the 2007 TRIA extension will have a
net deficit impact (spending less receipts from premium surcharges) of $1.78 billion over
the 2009-2013 period and $3.85 billion over the 2009-2018 period.

4.3 - TRIA Baseline Outlays and Receipt Table
Dollars in billions

2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2009- 2009
2013 2018
Changes in Direct Spending (Insurance Claim Outlays)
Projected Budget Authority 01 04 07 1 13 14 16 15 12 09 06 49 108
Projected Outlays 01 04 0.7 1 13 14 16 15 12 09 06 49 1038
Change in Revenues (Recoupment of Claim Outlays)
Projected Revenues 0 01 03 06 13 08 09 1 1 08 01 31 6.9
Net Impact
Projected Net Outlays 01 03 04 05 -01 07 07 05 03 01 05 18 38
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Department-wide Systems and Capital Investments Program

Mission Statement

The Department-wide Systems and Capital Investments Program (DSCIP) is authorized
to be used by or on behalf of the Treasury Department’s bureaus, at the Secretary’s
discretion, to improve infrastructure, modernize business processes and increase
efficiency through technology investments.

Program Summary by Budget Activity
Dollars in Thousands

Appropriation FY 2007 FY 2008 FY 2009
Departmental Offices- Department-wide
Systems and Capital Investments

Program Enacted Enacted Request $ Change % Change
Department-wide Systems and
Capital Investments Program $30,268 $18,710 $26,975 $8,265 44.17%
Total Appropriated Resources $30,268 $18,710 $26,975 $8,265 44.17%
Total FTE 0 0 0 0 0.00%

FY 2009 Priorities

e Restore and repair the Treasury Annex Building;

e Upgrade the Treasury Secure Data Network (TSDN);

e Improve the Treasury Department’s ability to secure critical infrastructure / key
resources, address cyber security weaknesses, and conduct real-time security
assessments;

e Continue implementation of an Enterprise Content Management (ECM) program; and

e Continue leadership in E-Government initiatives.
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Section 1 — Purpose

1A - Description of Bureau Vision and Priorities

DSCIP funding is authorized to be used by or on behalf of Treasury Department bureaus,
at the Secretary’s discretion, to modernize business processes and increase efficiency
through technology investments. Continuing investments include the Annex Repair and
Renovation (ARR), Treasury Secure Data Network (TSDN), Cyber Security, Enterprise
Content Management (ECM), and E-Government initiatives.

Top Priorities for FY 2009

e Annex Repair and Renovation (ARR) — The ARR project will address the
immediate need to correct critical building and system deficiencies to ensure the
safety and health of the occupants.

e Treasury Secure Data Network — This initiative will provide TSDN analysts
with data search tools, which can find information more quickly and allow for
faster analysis.

e Cyber Security - The Cyber Security program protects the security and integrity
of Treasury’s classified and unclassified systems, the information they process,
and the services they perform.

e Enterprise Content Management — The ECM project will result in increased
efficiencies, enhanced mission effectiveness, reduced total cost of ownership; and
the retirement of legacy systems.

e E-Government — E-Government initiatives drive the Treasury Department to
identify opportunities to leverage existing systems and services in order to reduce
costs and duplication within the Treasury Department and across government.

The FY 2009 total budget for DSCIP is $26,975,000.

1B — Program History and Future Outlook

The Treasury Department utilized DSCIP funding to establish a disaster recovery site for
Departmental Offices (DO) activities which support the policy and administration
oversight for the Department. DO has established e-mail capabilities as well as access to
user data files at the disaster site and some critical applications have also been
established. Current capabilities include the ability to copy files from the production site
at Main Treasury several times daily to ensure that critical files are available in the event
of an emergency. This site now has the capability to bring Treasury systems back online
within a couple days in the event of a disaster. Since some aspects of this system are
entering into operations and maintenance (O&M) mode, the Treasury Department is
requesting funding under the DO Salaries & Expenses account to provide for O&M as
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well as to support developmental activities which will enable Treasury systems to come
back online within hours instead of days.

The Treasury Department has designated DSCIP funding to stabilize and modernize the
infrastructure of TSDN. The improvement project for TSDN will replace 500
workstations with new workstations running supported Microsoft operating systems and
related office software. In addition, the cable plant is being replaced by a Protected
Distribution System that meets new security requirements. Servers will be replaced with
new servers running Microsoft Windows Server 2003. Additionally, all communication
switches will be replaced. The system, which is currently experiencing significant
performance problems, will be upgraded to support at least 800 users.

The Department of the Treasury has a three-phased approach to planning, development,
and deployment of the ECM solution sets across the Department. This type of strategy
recognizes and avoids the one-size fits all approach. The Department’s strategy to
incrementally implement the ECM solution sets using a “Lines of Business” approach
with a mission emphasis will result in increased efficiencies, enhanced mission
effectiveness, reduced total cost of ownership, and the orderly retirement of legacy
systems.

DSCIP’s major challenge is transitioning initiatives from the developmental stage to
operations. DSCIP will look to identify redundant systems as the Department retires out-
dated systems and migrates to E-Government approved systems. DSCIP will ensure
contracted activities stay within established Earned Value Management (EVM) standards
and schedules.
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Section 2 — Budget Adjustments and Appropriation Language

2.1 — Budget Adjustments Table
Dollars in Thousands

FY 2008 Enacted 0 $18,710
Non-Recurring Costs:
DSCIP Base (16,986)
Transfers Out:
Backup Disaster Recovery (1,724)
Total FY 2009 Base 0 $0
Program Increases:
Annex Repair and Renovation 11,518
Cyber Security 3,000
Electronic Government 2,057
Enterprise Content Management 6,000
Treasury Secure Data Network 4,400
Subtotal FY 2009 Program Changes 0 26,975

2A — Budget Increases and Decreases Description
NON-RECUITING COSS ....ceevviiiiitieiiecie e -$16,986,000/ +0 FTE

DSCIP Base -$16,986,000 / +0 FTE

The Department-wide Systems and Capital Investment Program is a zero-based budget.

TranSTErsS QUL ......oooiiiiiie e -$1,724,000/ +0 FTE

Backup Disaster Recovery -$1,724.000 / +0 FTE

The DO disaster recovery site was established in 2002 at another government site in West
Virginia. The servers, workstations and network devices were procured and installed as
part of the SEAT management contract. Thus, the systems are paid for over a three or
four year period and refreshed at the end of the cycle. The equipment costs, labor costs
along with the costs for the leased telecommunications lines are fixed, ongoing and are
required to be paid every year.

Program INCIEASES ........ccccvevireiieiiereiiecieeeresteereeese st e e +$26,975,000 / +0 FTE

Annex Repair and Renovation +$11,518,000/ +0 FTE

The purpose of the Annex Repair and Renovation (ARR) project is to support Treasury's
strategic goal of creating the conditions that enable program goals to be accomplished.
The Treasury Annex is considered an American treasure, constructed in 1918 and 1919,
and is part of the Lafayette Square National Register Historic District. The current status
of upkeep and maintenance for the building is based on code compliance, failure of
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equipment, and/or minimal routine maintenance. The overall program need is to repair
the mechanical, electrical, plumbing and life safety systems to provide a safe,
comfortable and efficient facility to house Department of the Treasury personnel and
programs.

The FY 2009 proposed funding will enable Treasury to address the immediate need to
correct critical building and system deficiencies to ensure the safety and health of the
occupants. Substantial corrective measures are necessary to address the advance state of
erosion of building elements and replacement of infrastructure that is at the end of its life
cycle. In preparation for this effort, the General Services Administration (GSA) will
assist the Treasury Department in conducting an overall assessment of the Annex’s
condition during the second quarter of FY 2008.
FY 2009 ARR priorities include:

e Correcting failing systems, such as the HVAC and plumbing systems;

e Correcting structural elements, such as the ground level ventilation system;

e Correcting advanced state of erosion of building elements; and

e Introducing more energy efficient systems.

Cyber Security +$3,000,000 / +0 FTE

The Cyber Security program performs a critical function in protecting the security and
integrity of classified and unclassified Treasury systems, the information they process,
and the vital services they perform. This funding is mission critical to support the efforts
of the Department-wide cyber security program, which provides a comprehensive
security policy and compliance framework to ensure the implementation and
effectiveness of information security controls over cyber assets Department-wide. In
doing so, the central program works with and supports the system-specific security
activities of Treasury bureaus and their program officials responsible for individual
systems. Furthermore, funding provides continuity of support for security policy,
oversight, and compliance activities, principally including: 1) operation of the
Department-wide cyber security program for unclassified systems, to include the
functioning of the Treasury Computer Security Incident Response Center (TCSIRC); 2)
leading the Department-wide cyber security program for national security systems; and 3)
complying with the requirements of the Federal Information Security Management Act
(FISMA). This support is mission-critical to securing classified and sensitive information
technology at the Treasury Department and to address weaknesses identified by the
Inspectors General in our overall program.
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Electronic Government +$2,057,000/ +0 FTE

The President's Management Agenda (PMA) and E-Government initiatives drive the
Treasury Department to identify opportunities to leverage existing systems and services
in order to reduce costs and duplication within the Department and across government.
The Treasury Department provides program management oversight and coordination for
each of the initiatives assuring compliance by all bureaus. E-Government enables the
Treasury Department to continue to meet the implementation milestones in the OMB
approved E-Government Implementation Plan, positively impacting the Treasury
Department's ability to implement best practices and leverage government-wide
technologies. The Treasury Department’s active involvement in the Budget Formulation
and Execution Line of Business — managed by the Department of Education — provides
cross-agency interoperable, flexible, and cost effective solutions linking formulation and
execution of the federal budget. The Treasury Department supports several other E-
Government initiatives, which are discussed in the E-Government chapter of this
Congressional Justification.

Enterprise Content Management +$6,000,000 / +0 FTE

The requested funding will enable the Department of the Treasury to continue with the
phased implementation of an ECM solution in FY 2009. The Treasury Department
processes a massive volume of data (e.g., documents, records, and case files) and much
of this information is subject to statutory/regulatory handling and storage requirements.
The Department of the Treasury currently has an array of disparate and incompatible
systems used for information tracking, management, retention and storage. The Treasury
Department is unable to quickly and, with a high level of certainty, retrieve information
from across all bureaus and organizations related to a specific subject matter without a
considerable amount of staff hours dedicated to coordinating and verifying that the
correct information is going forward and that only those with the need to know have
access to this information. The Treasury Department concluded that there is an urgent
need for an ECM system to minimize duplication of effort and infrastructure investments,
to address workflow, document and case management, and reporting challenges. The
enterprise-wide approach, under the oversight of the Treasury Department's Chief
Information Officer, will ensure that all Department-wide ECM efforts map to consistent
standards, are aligned with related government-wide initiatives, such as the Case
Management Line of Business, and leverage commonalities in requirements among
Treasury Department components, thereby achieving economies of scale and efficiencies
in information sharing.

Treasury Secure Data Network +$4,400,000 / +0 FTE

The TSDN was established in 2000 to serve as a secure network for the Office of
International Affairs and the bureaus. The applicability of TSDN expanded with the
creation of the Office of Terrorism and Financial Intelligence (TFI). This initiative will
provide TSDN analysts with data searching tools to mine information more quickly and
allow for more immediate trend analysis and review. These trends are currently difficult
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and time consuming to follow due to the lack of an automated storage and retrieval
system and are now done manually using paper copies of files. The initiative will also
provide funds to begin the establishment of a disaster recovery capability for the TSDN
system, which is extremely vulnerable now due to the lack of said disaster recovery
capability. With the establishment of TFI in FY 2004, the Treasury Department’s
requirement for a secure and classified network has increased considerably, as TFI has a
role in coordinating responses from Treasury Department offices such as Office of
Foreign Assets Control (OFAC), Financial Crimes Enforcement Network (FinCEN), and
Office of Intelligence and Analysis (Ol1A), which all make major contributions to
Treasury Department’s support of the IC and the national and international finance and
banking communities.
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2.2 — Operating Levels Table

Operating Levels
(Dollars in Thousands)

FTE

Object Classification:
11.1 Full-Time Permanent Positions.....................
11.1 Other than Full-Time Permanent Positions....
11.5 Other Personnel Compensation....................
11.8 Special Personal Services Payments............
11.9 Personnel Compensation (Total)...............
12.0 Personnel BENEfitS........cvevvvereenierinininiins
13.0 Benefits to Former Personnel.............cccceeuee,
2L0 TraVeL oo
22.0 Transportation of Things
23.1 Rental Payments to GSA
23.2 Rent Payments t0 Others.........ccocvvvreeriecnnes
23.3 Communications, Utilities, & Misc
24.0 Printing and Reproduction..............cccoveveeenes
25.1 Advisory & Assistance Services....................
25.2 Other SEIVICES. ...vvvevvrrireirerireinirieisiniereenenas
25.3 Purchase of Goods/Serv. from Govt. Accts..
25.4 Operation & Maintenance of Facilities...........
25.5 Research & Development Contracts.............
25.6 Medical Care..........covvrerineeninnnenssineennnes
25.7 Operation & Maintenance of Equipment........
25.8 Subsistence & Support of Persons................
26.0 Supplies and Materials.............cccoveevrivnenenn.
31.0 Equipment
32.0 Lands and Structures............oeveeveverreenereenens
33.0 Investments & LoanS.........coovevereeeerninerennens
41.0 Grants, SubsSidies...........cccvuenne.
42.0 Insurance Claims & Indemn
43.0 Interest and Dividends.............ccccoooveeee.
44.0 RefUNS......coveeeereeeec e,

Total Budget AUtNOFItY..........coovvverieiiiiieciiienns

2,769
20,803
3,738
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2.3 — Appropriations Detail Table

Appropriation Detail Table
Dollars in Thousands

FTE ~ AMOUNT FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE  AMOUNT

New Appropriated Resources:
Department-wide Systems & Capital

Investment Program 0 $24,608 0 $30,268
Subtotal New Appropriated Resources 0 $24,608 0  $30,268
Other Resources:

Subtotal Other Resources 0 $0 0 $0

0 $18710 0  $26,975 0.00%  44.17%
0 $18710 0  $26,975 0.00%  44.17%

0 $0 0 $0 0.00% 0.00%

2B — Appropriations Language and Explanation of Changes

Appropriations Language

Explanation of Changes

DEPARTMENT-WIDE SYSTEMS AND CAPITAL
INVESTMENTS PROGRAM

Federal Funds
GENERAL AND SPECIAL FUNDS:

For development and acquisition of automatic data
processing equipment, software, and services for the
Department of the Treasury, [$18,710,000] $26,975,000, to
remain available until September 30, [2010] 2011:
Provided, That $11,518,000 is for repairs to the Treasury
Annex Building: Provided further, That these funds shall
be transferred to accounts and in amounts as necessary to
satisfy the requirements of the Department's offices,
bureaus, and other organizations: Provided further, That
this transfer authority shall be in addition to any other
transfer authority provided in this Act: Provided further,
That none of the funds appropriated shall be used to
support or supplement “"Internal Revenue Service,
Operations Support” or ""Internal Revenue Service,
Business Systems Modernization”. (Department of the
Treasury Appropriations Act, 2008.)

No legislative changes
requested.

2C — Legislative Proposals
DSCIP does not have any pending legislative proposals.
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Section 3 — Budget and Performance Plan

This table lists all FY 2009 resources by strategic goal, objective and outcome outlined in
the FY 2007-2012 Treasury Department Strategic Plan. The Treasury Strategic Plan is a
corporate level plan for the Department that provides a description of what the agency
intends to accomplish over the next five years.

For detailed information about the FY 2007-2012 Treasury Strategic Plan, please go to:
http://www.treas.gov/offices/management/budget/strategic-plan/

3.1 — Budget by Strategic Outcome
Dollars in Thousands

TREASURY Strategic Goal FY 2008 FY 2009 Percent
TREASURY Strategic Objective Enacted Request Change
TREASURY Strategic Outcome AMOUNT AMOUNT AMOUNT
Accountability & trans 6,000 6,000 0.0%
Aligned organization 2,466 13,575 450.5%
National security 8,000 4,400 -45.0%
U.S. & intl financial sys 2,244 3,000 33.7%
Total $18,710 $26,975 44.2%

3A — Department-wide Systems and Capital Investments Program ($26,975,000
from direct appropriations): DSCIP funding improved infrastructure, modernizes
business processes, and increases efficiencies through IT investment. All of the DSCIP
efforts provide tangible benefits in their specific areas to produce an improved overall IT
environment for the Department of the Treasury. The following section describes what
the Treasury Department expects to accomplish with the requested DSCIP funding and
the specific benefits each program will provide at the completion of FY 2009.

3.2.1 — Department-wide Systems and Capital Investments Program Budget and
Performance Plan

Department-Wide Systems and Capital Investments Program
(Dollars in Thousands)

Department-Wide Systems and Capital Investments Program

FY 2005 FY 2006 FY 2007 FY 2007 FY 2008 FY 2009

Resource Level Obligations  Obligations Obligations  Enacted Enacted Request
Appropriated Resources $31,931 $20,635 $24,608 $30,268 $18,710 $26,975
Reimbursable Resources 0 0 0 0 0 0
Total Resources $31,931 $20,635 $24,608 $30,268 $18,710 $26,975

Annex Repair and Renovation - The FY 2009 proposed funding for the Annex Repair
and Renovation (ARR) project will enable Treasury to address the immediate need to
correct critical building and system deficiencies to ensure the safety and health of the
occupants. Substantial corrective measures are necessary to address the advance state of
erosion of building elements and replacement of infrastructure that is at the end of its life
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cycle. FY 2009 ARR priorities include correcting failing systems, such as the HVAC and
plumbing systems; correcting structural elements, such as the ground level ventilation
system; correcting the advanced state of erosion of building elements; and introducing
more energy efficient systems. A comprehensive project plan will be developed that will
address issues of cost, schedule, and performance. A project manager will be appointed
who will provide senior management with in-process reviews for the express purpose of
monitoring milestones and deliverables while ensuring that costs and schedules are met.

Treasury Secure Data Network — Funding for the continued improvement of the Treasury
Secure Data Network (TSDN) operating system and hardware components will assure
continued functionality throughout FY 2009. As a consequence, the Treasury
Department will continue to have reliable access to the SIPRNET and the Department of
Defense classified communications network, which will ensure ongoing communications
with officials in law enforcement as well as the Departments of Defense and State. These
activities will help ensure that the department is able to assist in reducing the threat posed
by terrorism and associated activities to interdict terrorism, the proliferation of weapons
of mass destruction (WMD), and narcotics trafficking.

Cyber Security — Cyber Security funds will be used to ensure that all Treasury
Department’s Critical Infrastructure / Key Resources (CI/KR) are identified and,
furthermore, to protect these systems against possible terrorist attack by ensuring that
strong security requirements are established and monitored. This program will provide
greater protection against network intrusions, which can result in significant disruptions
and delays in its business activities. Funding in this area will also support reviews of
selected bureau security programs, and will support the Treasury Department in
improving its overall compliance with FISMA. This funding will also support enhanced
protection of the Department’s classified systems, thus directly support the goal of better
protecting the national security, by reducing the risk to those systems.

Enterprise Content Management — Funding for the Enterprise Content Management
(ECM) program will be used to continue implementation of an enterprise-wide ECM
project for the Department of the Treasury. The ECM project will address the critical and
urgent business needs of the Office of Foreign Asset Control (OFAC) and the Financial
Crimes Enforcement Network (FInCEN), both of which are struggling under an
increasingly burdensome paper-based system of operations. This approach to ECM will
minimize duplication of effort and infrastructure investments by capitalizing on
Department and government-wide efforts. By the end of FY 2009, the Treasury
Department will have significantly improved the workflow processes for both OFAC and
FinCEN, as well as positioned the Department for a full transition to a Department-wide
ECM solution. The Treasury’s ECM program will directly support the department’s goal
to reduce the threat to national security from terrorist related financial activities by
enhancing and developing the ability of related offices to quickly access and assess
department-wide records and files in a centralized manner.

E-Government Initiatives — The Treasury Department funds 14 of the 27 E-Government
initiatives and six of the nine E-Government Lines of Business, which includes funding
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from the DSCIP account. More information on the benefits of each E-Government
initiative can be found in the E-Government chapter of this budget request. Overall,
funding for the E-Government initiative will allow the Treasury Department to execute
all required memoranda of understanding with Presidential E-Government Managing
Partners. E-Government activities enable a more citizen-centered, results-oriented
environment across government.

For detailed information about each performance measure, including definition,
verification and validation, please go to:
http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml
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Section 4 — Supporting Materials

4B - Information Technology Strategy

DSCIP supports a broad range of IT programs and initiatives which are critical to
improving Treasury’s IT security capabilities, protecting its critical infrastructure and
achieving enterprise-wide benefits through E-Government, ECM, and other Department-
wide initiatives. These program areas are aligned with and support OCIO and
Departmental IT strategic goals and objectives.

Treasury’s work to improve its E-Government PMA status continues to be a top priority.
Improving Treasury’s PMA performance requires a concerted effort across the
Department to strengthen multiple program areas such as Cyber Security and E-
Government. These initiatives support the Department’s focus on business and technical
modernization, strengthening its IT security posture, ensuring a resilient IT environment,
and migrating to common solutions when appropriate. Performance and success for these
initiatives is measured by Treasury’s E-Government PMA score from OMB, FISMA
metrics, compliance with OMB direction and guidance regarding consolidating and
leveraging existing capabilities and investments, and meeting project-specific cost,
schedule, and performance goals.

DSCIP’s telecommunications activities include enhancements to the TSDN. This
initiative will provide TSDN analysts with data search tools to allow for more rapid and
immediate trend analysis and review.

DSCIP activities are developmental and designed to maximize and leverage technology
to achieve efficiencies and improved performance. Activities associated with DSCIP
projects are normally contracted and we rigorously apply Earned Value Management
(EVM) techniques to the management of these contracted vehicles, ensuring that the
services provided are within expectations for cost and schedule and other EVM
measurements.
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Office of Inspector General

Mission Statement

To: (1) conduct and supervise audits and investigations of Treasury programs and
operations; (2) provide leadership and coordination and recommend policies for activities
designed to (a) promote economy, efficiency, and effectiveness in the administration of
Treasury programs and operations, and (b) prevent and detect fraud, waste, and abuse in
Treasury programs and operations; and (3) keep the Secretary and the Congress fully and
currently informed about problems, abuses, and deficiencies in Treasury programs and
operations.

Program Summary by Budget Activity
Dollars in Thousands

Appropriation FY 2007 FY 2008 FY 2009
Salaries and Expenses Enacted Enacted Request $ Change % Change
Audit $11,639 $12,658 $13,280 $622 4.91%
Investigations 5,318 5,792 6,076 284 4.90%
Total Appropriated Resources $16,957 $18,450 $19,356 $906 4.91%
Total FTE 111 112 115 3 2.68%

FY 2009 Priorities
Ensure the effectiveness and integrity of Treasury programs by:

Completing 100 percent of mandated audits on time;

Focusing on programs to combat terrorist financing and money laundering, the
security of Treasury’s information systems, and Treasury’s management of capital
investments;

Addressing requirements related to financial statements, information security and
failed financial institutions;

Investigating allegations of fraud, waste, abuse, and employee misconduct; and

Conducting proactive efforts to detect, deter and investigate electronic crimes and
threats to Treasury’s physical and cyber infrastructure.
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Section 1 — Purpose

1A - Description of Bureau Vision and Priorities

The Fiscal Year (FY) 2009 President’s Budget request for the Office of Inspector General
(O1G) will be used to provide critical audit and investigative services, ensuring the
effectiveness and integrity of Treasury’s programs and operations. OIG will continue, as
the first audit priority, to address mandated requirements related to financial statements,
information security, and as necessary, failed financial institutions resulting in material
losses (more than $25 million) to the deposit insurance funds. While there are a number
of critical areas where the OIG will provide audit oversight, highlights of three of the
Department’s most serious management challenges where OIG will focus its resources
include:

e Improving regulatory gaps in the detection of and/or timely enforcement action
against financial institutions for Bank Secrecy Act (BSA) and related violations, and
strengthening Office of Foreign Assets Control (OFAC) compliance examinations for
the institutions examined by the Office of the Comptroller of the Currency (OCC) and
the Office of Thrift Supervision (OTS).

e Improving the Department’s compliance with information technology security
policies, procedures, standards, and guidelines as required by the Federal Information
Security Management Act (FISMA)

e Improving Treasury’s management of large acquisitions of systems and other capital
investments to prevent costly or failed acquisition projects

The requested funding will also allow OIG to continue to prevent fraud, waste and abuse,
at all non-IRS Treasury bureaus and offices, including investigating complaints of alleged
employee misconduct, and allegations of fraud and other crimes involving Treasury
programs, performing oversight of the Treasury's police operations at the Bureau of
Engraving and Printing and the U.S. Mint, and conducting proactive efforts to detect,
investigate, and deter electronic crimes and other threats to the Department’s physical

and cyber critical infrastructure.

Additional resources provided in the FY 2009 Budget request will enable OIG to hire two
auditors and one investigator to assist in the oversight of the critical management
challenges cited above.

Total resources required to support OIG activities for FY 2009 are $25,656,000,

including $19,356,000 from direct appropriation, and $6,300,000 from offsetting
collections and reimbursable programs.
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1B - Program History and Future Outlook

In FY 2007, the OIG completed 64 Audit products, reviewed 450 allegations, opened
130 investigations, and referred 188 investigations, including 64 one-time referrals
from a GAO investigation into Metrocheck fraud and 10 one-time referrals from a
cyber initiative. Audits identified potential monetary benefits totaling nearly

$35 million. Investigations led to nearly $700 thousand collected in fines, restitution,
recoveries, and settlements.

In FYs 2008 and 2009, the OIG expects to complete 56 and 60 Audit products,
respectively, and refer 105 investigations (each year) for criminal prosecution, civil
litigation, or administrative action.

In FYs 2006 and 2007, the OIG met mandated audit requirements while focusing its
self-initiated audit resources to address the major management and performance
challenges identified by the Inspector General. The OIG expects to continue this trend
in FY's 2008 and 2009.
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Section 2 — Budget Adjustments and Appropriation Language

2.1 — Budget Adjustments Table
Dollars in Thousands

Salaries and Expenses FTE Amount
FY 2008 Enacted 112 $18,450
Maintaining Current Levels (MCLs):
Non-Pay Inflation Adjustment 87
Pay Annualization 101
Pay Inflation Adjustment 318
Total FY 2009 Base 112 $18,956
Program Increases:
Increased Audit & Investigative Capability 3 400
Subtotal FY 2009 Program Changes 3 400
Total FY 2009 President's Budget Request 115 $19,356

2A — Budget Increases and Decreases Description

Maintaining Current Levels (MCLS) .....ccccocvevivieevieie e +$506,000/ +0 FTE
Non-Pay Inflation Adjustment +$87,000 / +0 FTE

Funds inflation for non-labor related items such as contracts, travel, supplies, equipment
and GSA rent.

Pay Annualization +$101,000 / +0 FTE
Funds are requested for the FY 2009 cost of the January 2008 pay raise.

Pay Inflation Adjustment +$318,000/ +0 FTE
Funds are requested for the January 2009 pay raise.

Program INCIEASES ......cooiiiiieiieiie e +$400,000/ +3 FTE
Increased Audit & Investigative Capability +$400,000 / +3 FTE

This initiative provides funding for two auditors and one investigator. These FTE will
enable OIG to improve audit coverage in high risk areas, such as programs to combat
terrorist financing and money laundering, management of capital investments,
particularly IT projects, and IT system security in meeting FISMA and OMB
requirements. These additional FTE will also help to reduce investigative caseload
backlog.
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2.2 — Operating Levels Table

Dollars in Thousands

Bureau: Salaries and Expenses

FTE

Object Classification:
11.1 - Full-time permanent
11.3 - Other than full-time permanent
11.5 - Other personnel compensation
11.8 - Special personal services payments
12 - Personnel benefits
13 - Benefits for former personnel
21 - Travel and transportation of persons
22 - Transportation of things
23.1 - Rental payments to GSA
23.2 - Rental payments to others
23.3 - Comm, utilities, and misc charges
24 - Printing and reproduction
25 - Other contractual Services
25.1 - Advisory and assistance services
25.2 - Other services

25.3 - Other purchases of goods and services from Govt.

accounts
25.4 - Operation and maintenance of facilities
25.5 - Research and development contracts
25.6 - Medical care
25.7 - Operation and maintenance of equip
25.8 - Subsistence and support of persons
26 - Supplies and materials
31 - Equipment
32 - Land and structures
33 - Investments and loans
41 - Grants, subsidies, and contributions
42 - Insurance claims and indemnities
43 - Interest and dividends
44 - Refunds

Total Budget Authority

Budget Activities:
Audit
Investigations

Total Budget Authority

FY 2007 Enacted
112

10,740
45
400

0

0
2,480
240

0

0
1,410
350
10

0

0

200
710

32
150

90
100

O OO o oo

$16,957

11,639
5,318
$16,957

FY 2008
President's
Budget

112

10,765
60
500

0
2,775
0

475

0
1,326
0

439
15

0

0

385
975

225

40

150
320

O OO o oo

$18,450

12,658
5,792
$18,450
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FY 2008 Enacted
Level

112

10,765
60
500

0
2,775
0

475

0
1,326
0

439
15

0

0

385
975

$18,450

12,658
5,792
$18,450

FY 2009
Requested Level

115

11,303
65
515

0
2,894
0

450

0
1,240
0

500
15

0

0

450
1,013

42
250

244
375

O OO o oo

$19,356

13,280
6,076
$19,356



2.3 — Appropriations Detail Table
Dollars in Thousands

FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE AMOUNT

New Appropriated Resources:
Audit 72 $11,561 72 $11639 72
Investigations 39 5,292 40 5318 40
Subtotal New Appropriated Resources 111 $16,853 112 $16,957 112

Other Resources:

Offsetting Collections - Reimbursable 3 1,375 4 1,300 0
Transfer in of Multi-year Funds/50%Balance 420 431
Subtotal Other Resources 5 $1,795 4 $1,731 0

$12,658 74  $13280 2.78% 4.91%
5792 41 6,076  2.50% 4.90%
$18,450 115  $19,356  2.68% 4.91%
6300 0 6,300  0.00% 0.00%

$6,300 0 $6,300  0.00% 0.00%

2B — Appropriations Language and Explanation of Changes

Appropriations Language

Explanation of Changes

DEPARTMENT OF THE TREASURY
OFFICE OF INSPECTOR GENERAL
Federal Funds

SALARIES AND EXPENSES:

For necessary expenses of the Office of Inspector General
in carrying out the provisions of the Inspector General
Act of 1978, not to exceed $2,000,000 for official travel
expenses, including hire of passenger motor vehicles; of
which not to exceed $100,000 for unforeseen emergencies
of a confidential nature, to be allocated and expended
under the direction of the Inspector General of the
Treasury; [$18,450,000] $19,356,000, of which not to
exceed $2,500 shall be available for official reception and
representation expenses. (Consolidated Appropriations
Act, 2008)

2C — Legislative Proposals

The Office of Inspector General has no legislative proposals for FY 2009
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Section 3 — Budget and Performance Plan

This table lists all FY 2009 resources by strategic goal, objective and outcome outlined in
the FY 2007-2012 Treasury Department Strategic Plan. The Treasury Strategic Plan is a
corporate level plan for the Department that provides a description of what the agency
intends to accomplish over the next five years.

For detailed information about the FY 2007-2012 Treasury Strategic Plan, please go to:
http://www.treas.gov/offices/management/budget/strategic-plan/

3.1 — Budget by Strategic Outcome
Dollars in Thousands

TREASURY Strategic Outcome FY 2008 FY 2009 Percent
Enacted Request Change
AMOUNT AMOUNT AMOUNT
Accountability & trans 24,750 25,656 3.7%
Total $24,750 $25,656 3.7%

3A - Audit ($13,280,000 from direct appropriations and $6,300,000 from
reimbursable programs): The Office of Audit conducts audits and produces more than
50 products annually; and provides firsthand, unbiased perspectives and
recommendations for improving the economy, efficiency, and effectiveness of Treasury
programs and operations. The Office often identifies significant cost savings to the
government, principally through self-initiated audits. The Office also responds to
requests by Treasury officials and the Congress for specific work. While statute requires
certain audits be conducted every year, the number of required and requested products
has increased in recent years. Reimbursable funding supports agreements for contract
audits of other Treasury bureaus.

3.2.1 — Audit Budget and Performance Plan

Appropriated Resources $10,582 $11,549 $11,561 $12,658 $13,280
Reimbursable Resources $2,208 $2,009 $1,795 $6,300 $6,300
Total Resources $12,790 $13,558 $13,356 $18,958 $19,580

Budget Activity Total $12,790 $13,558 $13,356 $18,958 $19,580
Percent of statutory audits completed by the 100.00% 100.00% 100.00% 100.00% 100.00%
required date (%) (E)

Number of completed audit products (Ot) 54 57 64 56 60

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction
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Description of Performance: In FYs 2006 and 2007, the Office of Audit completed 57
and 64 audit products, identified potential monetary benefits totaling nearly

$35 million and $7 million, respectively, and completed all statutory audits by the
required dates. In FYs 2008 and 2009, the Office plans to complete 56 and 60 Audit
products, respectively.

In FYs 2006 and 2007, the Office of Audit met mandated audit requirements while
focusing its self-initiated audit resources to address the major management and
performance challenges identified by the OIG. In FY 2007 those challenges were

(1) Corporate Management, (2) Management of Capital Investments, (3) Information
Security, (4) Linking Resources to Results and (5) Anti-Money Laundering and
Terrorist Financing/Bank Secrecy Act Enforcement. The OIG expects to continue to
meet mandated audit requirements and focus its self-initiated audit resources to address
the major management and performance challenges identified by the OIG in FY's 2008
and 20009.

3B - Investigations ($6,076,000 from direct appropriations): The Office of
Investigations prevents, detects and investigates complaints of fraud, waste and abuse.
This includes the detection and prevention or deterrence of employee misconduct and
fraud, or related financial crimes within or directed against Treasury. The Office refers its
cases to the Department of Justice and state or local prosecutors for criminal prosecution
or civil litigation, or to agency officials for corrective administrative action.

3.2.2 — Investigations Budget and Performance Plan

Appropriated Resources $5,621 $5,281 $5,292 $5,792 $6,076
Reimbursable Resources $0 $0 $0 $0 $0
Total Resources $5,621 $5,281 $5,292 $5,792 $6,076

Budget Activity Total $5,621 $5,281 $5,292 $5,792 $6,076

Number of investigations referred for criminal 85 144 188 105 105
prosecution, civil litigation or corrective

administrative action. (Oe)

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: In FY 2006, the Office of Investigations reviewed 489
allegations, opened 129 investigations, and referred 144 investigations. Investigations led
to nearly $600 thousand collected in fines, restitution, recoveries, and settlements. In

FY 2007, the Office reviewed 450 allegations, opened 130 investigations, and referred 188
investigations, including 64 one-time referrals from a GAO investigation into Metrocheck
fraud, and 10 one-time referrals from a cyber initiative. Investigations led to nearly $700
thousand collected in fines, restitution, recoveries, and settlements. In FYs 2008 and 2009,
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the Office expects to refer 105 investigations for criminal prosecution, civil litigation, or
corrective administrative action.

For detailed information about each performance measure, including definition,
verification and validation, please go to:
http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml
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Section 4 — Supporting Materials

4A — Human Capital Strategy Description

The OIG identified two mission critical occupations that closely align to its two budget
activities, audit and investigations, and has integrated workforce plans for these
specialized professionals (auditors, criminal investigators) with strategic and annual plan
goals and objectives.

The OIG has had exceptional recruitment success using automated tools to re-establish
and then maintain its human capital pipeline for the past four years, with OIG job
announcements attracting up to 1,000 applicants, and selections made and positions
offered within 30-days, on average.
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4.1 - Summary of IT Resources Table
Dollars in Thousands

N/A N/A N/A

OIG STEADY STATE OPERATING COSTS
1/ This chart includes appropriated resources only, and may not reflect total project costs.
2/ This column reflects appropriated resources provided to a project in FY 2006 and any previous years.
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4B - Information Technology Strategy

Information technology (IT) funding has been critical in enabling OIG to make
significant progress in providing technology refreshment that allows our auditors,
investigators, and support personnel to use hardware and software actively maintained by
the manufacturers. IT funding also strengthens OIG’s entity-wide IT security program,
with equipment designed for anti-virus detection/protection, anti-spam detection, anti-spy
detection, intrusion detection/prevention, monitoring and patch management, and disaster
recovery. This ensures that the OIG IT infrastructure operates in a secure manner and that
the information collected during audits and investigations of the Department’s operations
and resources are not susceptible to computer attacks and terrorist activities. Maintaining
the OIG IT infrastructure and its IT security program at an acceptable level requires on-
going upgrades of tools and technologies.

IT funding has also enhanced OIG’s ability to perform computer forensics during
investigations and computer vulnerability scanning during audits of the Department’s IT
operations and resources. Maintaining these capabilities requires on-going upgrades of
tools and technologies.
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4.2 - PART Evaluation Table
Not applicable to the OIG.
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Treasury Inspector General for Tax Administration

Mission Statement
To provide audit and investigative services that promote economy, efficiency, and
integrity in the administration of the internal revenue laws.

Program Summary by Budget Activity
Dollars in Thousands

Appropriation FY 2007 FY 2008 FY 2009
Salaries and Expenses Enacted Enacted Request $ Change % Change
Audit $50,260 $52,959 $55,055 $2,096 3.96%
Investigations 82,601 87,574 90,681 3,107 3.55%
Total Appropriated Resources $132,861 $140,533 $145,736 $5,203 3.70%
Total FTE 817 835 835 0 0.00%

FY 2009 Priorities

« Adapting to the Internal Revenue Service’s (IRS) continuously evolving operations
and mitigating intensified risks associated with modernization, addressing the tax gap,
and enforcement efforts;

« Responding to threats and attacks against IRS employees, property, and sensitive
information;

o Improving the integrity of IRS operations by detecting and deterring fraud, waste,
abuse or misconduct by IRS employees;

e Conducting comprehensive audits, inspections, and evaluations that include
recommendations for cost savings and enhancing IRS’ service to taxpayers; and

e Informing Congress and the Secretary of the Treasury of problems and progress made
to resolve them.
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Section 1 — Purpose

1A - Description of Bureau Vision and Priorities

The Treasury Inspector General for Tax Administration (TIGTA) was created by
Congress to provide independent oversight of the IRS. TIGTA’s investigations and
audits protect and promote the fair administration of the American tax system. Its
responsibilities include ensuring that the IRS is accountable for more than $2 trillion in
tax revenue received each year. TIGTA’s investigations ensure the integrity of IRS
employees, contractors, and other tax professionals; provide for infrastructure security;
and protect the IRS from external attempts to threaten or corrupt the administration of the
tax laws. TIGTA conducts audits that advise Congress, the Secretary of the Treasury,
and IRS management of high-risk issues, problems, and deficiencies related to the
administration of IRS programs and operations. TIGTA’s audit recommendations aim to
improve IRS systems and operations, while maintaining fair and equitable treatment of
taxpayers. TIGTA’s oversight is essential to the efficiency and equity of the federal tax
administration system.

TIGTA’s FY 2009 budget request is $145,736,000, an increase of 3.7 percent above the
2008 enacted level. These requested resources will finance critical investigative and
audit services, ensuring the integrity of tax administration on behalf of the nation’s
taxpayers. TIGTA’s investigative and audit priorities include:

» Adapting to the IRS' continuously evolving operations and mitigating intensified risks
associated with modernization, addressing the tax gap, and enforcement efforts;

» Responding to threats and attacks against IRS employees, property, and sensitive
information;

» Improving the integrity of IRS operations by detecting and deterring fraud, waste,
abuse or misconduct by IRS employees;

» Conducting comprehensive audits, inspections, and evaluations that include
recommendations for cost savings and enhancing the IRS service to taxpayers; and

» Informing Congress and the Secretary of the Treasury of problems and progress made
to resolve them.

Additionally, TIGTA’s strategic goals contribute to the Department goals and objectives.
These strategic goals are to:

» Promote the Economy, Efficiency, and Effectiveness of Tax Administration;
» Protect the Integrity of Tax Administration and;

* Be an Organization that Values Its People.
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1B - Program History and Future Outlook

Previously a longstanding enforcement office within the IRS, TIGTA was established as
an independent office in January 1999 in accordance with the Internal Revenue Service
Restructuring and Reform Act of 1998 (RRA 98). TIGTA is mandated to provide
independent audit and investigative services necessary to improve the quality and
credibility of IRS oversight. TIGTA’s investigations and audits are integral to the
efficient and equitable application of the nation’s tax laws and thereby ensure that this
critical source of federal revenue is prudently and fairly administered and secure from
internal and external threats. Oversight activities are explicitly designed to identify high-
risk systemic inefficiencies in IRS operations and investigate exploited weaknesses in tax
administration.

In FY 2007, TIGTA’s accomplishments included:

Ensuring Taxpayer Privacy and Security: Millions of taxpayers entrust the IRS with
sensitive financial and personal data, which is processed and stored by IRS computer
systems. This trust is the cornerstone of the nation’s voluntary tax compliance system.
However, increased reports of identity theft from both the private and public sectors
emphasize the importance of protecting taxpayer data. In response to increased reports of
theft of government-owned computers over the past year, TIGTA and the IRS Computer
Security Incident Response Center (CSIRC) worked together to mitigate any adverse
impact on tax administration resulting from these computer or data thefts. Specifically,
TIGTA and CSIRC signed a Memorandum of Understanding that included a process to
accurately report and document lost and/or stolen IRS information technology assets.
This immediate notification process will promote a swift response, and preemptive
measures to protect sensitive information maintained by the IRS.

Tax Compliance: TIGTA’s increased community outreach efforts have helped the IRS to
deliver quality customer service to taxpayers and the tax practitioner community. TIGTA
worked diligently to make contact with large segments of the IRS workforce and other
external entities. By doing so, TIGTA developed relationships with these groups that
assist in identifying crimes against the IRS and taxpayers. The outreach efforts resulted
in increased reports of bribery, unauthorized access and disclosure of private taxpayer
information (UNAX) violations, and other offenses that undermine effective tax
administration. Between October 2006 and September 2007, TIGTA provided
presentations to more than 52,000 IRS employees and external entities. Specifically,
TIGTA'’s Office of Investigations (Ol) provided integrity and fraud awareness
presentations to revenue officers and revenue agents at their continuing professional
education conferences. During this same period, Ol worked to educate tax professionals
by providing 101 awareness presentations to 8,784 tax practitioners and preparers at
professional conferences.

Additionally, TIGTA continues to provide comprehensive coverage and oversight of all
aspects of the IRS’ daily operations. TIGTA’s Office of Audit (OA) not only focuses on
the economy and efficiency of IRS functions, but also works to ensure that taxpayers’
rights are protected and the taxpaying public is adequately served. Overall, as of
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September 30, 2007, audit reports potentially produced financial benefits of
approximately $3.55 billion, and potentially impacted approximately 5.7 million
taxpayers’ accounts in areas such as taxpayer burden, rights, and entitlements, taxpayer
privacy and security, protection of resources/reliability of information, and increased
revenue/revenue protected. TIGTA’s audits have identified potential unsubstantiated
noncash contributions as well as opportunities to assess additional Social Security and
Medicare taxes on wages. TIGTA’s investigative and audit compliance efforts helped the
IRS deliver quality service, ensure equitable treatment of taxpayers, and identify the
potential loss of revenue to the federal government.

Advising Congress: As of September 30, 2007, TIGTA provided 5 testimonies,

18 briefings, and 250 responses to Congress and its professional staff regarding
investigative and audit activities. Through direct communication, TIGTA aims to
address the interest of congressional committees on critical issues, thus avoiding
unsubstantiated concerns that may needlessly impede IRS operations. Accordingly,
TIGTA'’s Inspections and Evaluations (I&E) group began its first year of operation after a
successful pilot project during FY 2006. The I&E group complements the work of our
audit and investigative functions and provides TIGTA with additional flexibilities and
capabilities to meet its mission and address increasing requests for IRS program reviews
from Congress and other IRS stakeholders. The scope of the group’s efforts ranges from
answering congressional concerns to evaluating tax issues in regard to the IRS’ ability to
administer the tax laws.

The I&E group has positioned TIGTA well to respond to external stakeholders promptly.
To meet the challenge in FY 2007, TIGTA reallocated resources. As the group continues
its work, we expect its influence in overseeing tax administration to grow and its service
of informing interested parties to expand.

Overall Investigative Outcomes: Between October 1, 2006, and September 30, 2007,
81 percent of the 3,597 final closed investigations generated results, including 1,663
cases of employee misconduct referred for action and 206 cases accepted for prosecution
with final legal action. Specifically, unauthorized access to confidential tax information
remains a significant problem for the IRS. During the same period, TIGTA opened

521 new UNAX cases and closed 621 cases, 594 of which resulted in personnel action
against IRS employees.

Overall Audit Outcomes: TIGTA issued a total of 180 audit, inspection, and evaluation
reports between October 1, 2006, and September 30, 2007, identifying approximately
$3.55 billion in potential financial benefits (i.e., costs savings, increased/protected
revenue, taxpayer rights and entitlements, and inefficient use of resources). These audits
returned $52 for each $1 invested this fiscal year.

In FY 2008, as the IRS evolves, TIGTA faces the challenge of adapting its oversight
activities to address increasingly complex and high-risk issues associated with IRS
operations. Some of these issues include detection and investigation of fraud and
electronic crime, procurement activities, taxpayer privacy, and an increasing number of
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requests for IRS program reviews from Congress and other IRS stakeholders. Each of
these areas presents significant challenges for TIGTA and the IRS. The following are
highlights of these issues and their challenges:

Fraud and Electronic Crime: TIGTA'’s reviews have identified persistent IRS computer
weaknesses that could jeopardize the security of personally identifiable information. The
sensitivity of the data makes the IRS an attractive target for employees, hackers, and
others who could use the information for fraud and identity theft. TIGTA’s audit and
investigative work provides for coverage of this growing national problem, providing
proactive prevention and detection efforts that are required of this highly vulnerable and
ever-evolving area. As described in Presidential Decision Directive NSC-63, IRS
operations that fund the federal government are part of the nation’s critical infrastructure.
Degradation of the public’s trust in the tax system leading to a decline in voluntary
compliance represents a potential risk to national security.

Taxpayer Privacy: The protection of confidential taxpayer information is of critical
importance to Congress and the taxpaying public. In August 1997, the Taxpayer
Browsing Protection Act rendered the willful inspection and/or disclosure of federal tax
information without proper approval, known as unauthorized access by IRS employees,
state and other federal employees, and contractors, a criminal offense. As the IRS
continues its modernization effort, TIGTA faces the challenge of keeping pace with the
increased risk of UNAX violations expected to result from IRS’ plans to install 261 new
records systems. Uninvestigated, UNAX violations undermine the taxpaying public’s
trust in the federal tax system to safeguard confidential tax information. In addition, they
erode voluntary compliance, facilitate criminal violations, and enable potentially
hazardous security breaches of IRS computer systems.
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Section 2 — Budget Adjustments and Appropriation Language

2.1 — Budget Adjustments Table
Dollars in Thousands

FY 2008 Enacted 835 $140,533
Maintaining Current Levels (MCLs):
Non-Pay Inflation Adjustment 615
Pay Annualization 799
Pay Inflation Adjustment 2,419
Transfers In:
Transfer from IRS for building operations 1,370
Total FY 2009 Base 835 $145,736

2A — Budget Increases and Decreases Description

Maintaining Current Levels (MCLS) ...c.ccccovvevivieieeienee e +$3,833,000/+0 FTE
Non-Pay Inflation Adjustment +$615,000 / +0 FTE

Funds are requested for the other non-labor related items such as contracts, travel,
supplies, equipment, and GSA rent.

Pay Annualization +$799,000 / +0 FTE
Funds are requested for FY 2009 costs of January 2008 pay raise.

Pay Inflation Adjustment +$2,419,000 / +0 FTE
Funds are requested for the FY 2009 pay raise.

Transters IN ... s +$1,370,000/ +0 FTE
Transfer from IRS for building operations +$1,370,000 / +0 FTE

Transfer of $1,370,000 from IRS to fund expenses for building operations and selected
support services currently provided by IRS on behalf of TIGTA.
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2.2 — Operating Levels Table

Dollars in Thousands

Bureau: Salaries and Expenses

FTE

Object Classification:
11.1 - Full-time permanent
11.3 - Other than full-time permanent
11.5 - Other personnel compensation
11.8 - Special personal services payments
12 - Personnel benefits
13 - Benefits for former personnel
21 - Travel and transportation of persons
22 - Transportation of things
23.1 - Rental payments to GSA
23.2 - Rental payments to others
23.3 - Comm, utilities, and misc charges
24 - Printing and reproduction
25 - Other contractual Services
25.1 - Advisory and assistance services
25.2 - Other services

25.3 - Other purchases of goods and services from Govt.

accounts
25.4 - Operation and maintenance of facilities
25.5 - Research and development contracts
25.6 - Medical care
25.7 - Operation and maintenance of equip
25.8 - Subsistence and support of persons
26 - Supplies and materials
31 - Equipment
32 - Land and structures
33 - Investments and loans
41 - Grants, subsidies, and contributions
42 - Insurance claims and indemnities
43 - Interest and dividends
44 - Refunds
91.0 - Confidential Expenditures

Total Budget Authority

Budget Activities:
Audit
Investigations

Total Budget Authority

FY 2007 Enacted
817

74,148
463
8,109
0
25,289
0
3,616
57
7,853
272
2,609
19

0

424
659
3,941

225

0

0
1,154
0
1,030
2,809

54
$132,861

50,260
82,601
$132,861
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FY 2008
President's
Budget

835

75,901
576
9,398
0
25,226
0
4,552
24
8,024
282
8,688
8

0
1,152
921

52
$140,533

52,959
87,574
$140,533

Cong. Action
including
Recission
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FY 2008 Enacted
Level

835

75,901
576
9,398
0
25,226
0
4,552
24
8,024
282
8,688
8

0
1,152
921

52
$140,533

52,959
87,574
$140,533

FY 2009
Requested Level

835

78,314
576
9,131
0
26,298
0
4,834
24
8,952
288
2,570
8

0
1,175
986
6,695

407

0

0
1,277
0
1,193
2,805

53
$145,736

55,055
90,681
$145,736



2.3 — Appropriations Detail Table

Dollars in Thousands

Appropriation Detail Table
(Dollars in Thousands)

New Appropriated Resources:
Audit
Investigations
Subtotal New Appropriated Resources

Other Resources:
Offsetting Collections - Reimbursable

Subtotal Other Resources

FTE AMOUNT FTE  AMOUNT

325 $49,087 341
467 83,427 476

792 $132,514 817
3 927 3
3 $927 3
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$50,260
82,601
$132,861

1,200

$1,200

FTE  AMOUNT
349 $52,959
486 87,574
835  $140,533

3 900
3 $900

FTE

349
486

8

3

5

3

AMOUNT

$55,055
90,681
$145,736

900

$900

FTE AMOUNT

0.00%
0.00%
0.00%

0.00%

0.00%

3.96%
3.55%
3.70%

0.00%

0.00%



2B — Appropriations Language and Explanation of Changes

Appropriations Language

Explanation of Changes

DEPARTMENT OF THE TREASURY
TREASURY INSPECTOR GENERAL FOR TAX
ADMINISTRATION

Federal Funds
General and Special Funds:
SALARIES AND EXPENSES

For necessary expenses of the Treasury Inspector General
for Tax Administration, in carrying out the Inspector
General Act of 1978, as amended, including purchase (not
to exceed 150 for replacement only for police-type use)
and hire of passenger motor vehicles (31 U.S.C. 1343 (b));
services authorized by 5 U.S.C. 3109, at such rates as may
be determined by the Inspector General for Tax
Administration, not to exceed $6,000,000 for official
travel expenses; and not to exceed $500,000 for
unforeseen emergencies of a confidential nature, to be
allocated and expended under the direction of the
Inspector General for Tax Administration [$140,533,000]
$145,736,000; and of which not to exceed $1,500 shall be
available for official reception and representation
expenses. (Department of the Treasury Appropriations
Act, 2008)

2C - Legislative Proposals
TIGTA does not have any legislative proposals for FY 2009.
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Section 3 — Budget and Performance Plan

This table lists all FY 2009 resources by strategic goal, objective and outcome outlined in
the FY 2007-2012 Treasury Department Strategic Plan. The Treasury Strategic Plan is a
corporate level plan for the Department that provides a description of what the agency
intends to accomplish over the next five years.

For detailed information about the FY 2007-2012 Treasury Strategic Plan, please go to:
http://www.treas.gov/offices/management/budget/strategic-plan/

3.1 — Budget by Strategic Outcome
Dollars in Thousands

TREASURY Strategic Outcome FY 2008 FY 2009 Percent
Enacted Request Change
AMOUNT AMOUNT AMOUNT
Accountability & trans 141,433 146,636 3.7%
Total $141,433 $146,636 3.7%

3A - Audit ($55,055,000 from direct appropriations and $500,000 from reimbursable
programs): The Office of Audit’s (OA) mission is to provide comprehensive coverage
and oversight of all aspects of the IRS’ daily operations. Audits, inspections, and
evaluations not only focus on the economy and efficiency of IRS functions but also
ensure that taxpayers’ rights are protected and the taxpaying public is adequately served.
Moreover, IRS implementation of audit recommendations results in: cost savings and
increased or protected revenue; reduction of taxpayer burden; protection of taxpayer
rights and entitlements, taxpayer privacy and security; and protection of IRS resources.
Overall, as of September 30, 2007, audit reports produced potential financial benefits of
approximately $3.55 billion, and potentially impacted approximately 5.7 million taxpayer
accounts in areas such as taxpayer burden, rights and entitlements, taxpayer privacy and
security, protection of resources/reliability of information, and increased revenue/revenue
protected.

Each fiscal year, OA develops an annual audit plan that communicates oversight
priorities to Congress, the Department of the Treasury, and the IRS. This plan includes
statutory audit coverage and high risk audit work. The statutory coverage includes audits
mandated by the IRS Restructuring and Reform Act of 1998, as well as reviews that
address computer security and financial management. The high-risk workload includes
issues pertaining to the IRS' modernization efforts, major management challenges,
response to the President's Management Agenda, progress in achieving its strategic goals,
as well as Congressional and other stakeholder requests for audit coverage. By focusing
on these critical areas, OA ensures that TIGTA audits identify and recommend
improvements in IRS programs, including:

Tax Compliance: The tax gap exemplifies the considerable challenges the IRS faces in
collecting sufficient revenue and the federal tax system’s critical dependence on
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voluntary compliance. In February 2006, the IRS estimated the gross tax gap, defined as
the difference between the estimated amount taxpayers owe and the amount they
voluntarily and timely pay for a tax year, to be $345 billion for Tax Year 2001. TIGTA
evaluated the reliability of the IRS-developed tax gap figures and concluded that the IRS
lacked sufficient information to completely and accurately assess the tax gap and
voluntary compliance rate. A reliable estimate of the overall tax gap and its components
is critical to tax administration and tax policy decision-makers. TIGTA recommended
that the IRS continue to conduct reviews on a regular basis for major segments of the tax
gap and that it consider establishing a tax gap advisory panel that includes tax and
economic experts to identify ways to improve the methods to measure voluntary
compliance. IRS management agreed with the recommendations. Continued TIGTA
oversight of tax gap issues, including data reliability, enforcement of laws, and taxpayer
assistance, is necessary to ensure that the IRS enhances voluntary compliance by
balancing taxpayer services and enforcement without jeopardizing taxpayer rights.

In FY 2007, TIGTA completed a review that included an assessment of the processing of
individual income tax returns reporting deductions for noncash charitable contributions,
and estimated that 101,236 taxpayers could have claimed unsubstantiated noncash
contributions totaling approximately $1.8 billion for the period of January 15 through
September 21, 2006. The IRS agreed to implement a number of corrective actions in this
area. TIGTA plans to do follow-up work and will test the effectiveness of these
corrective actions once they have been implemented.

Further, as the tax collectors for the Social Security program, the IRS must help taxpayers
meet their tax responsibilities by assessing and collecting the proper amount of
employment taxes in this area. Based on the results of an audit addressing the IRS’
processing of Form 4137, Social Security and Medicare Tax on Unreported Tip Income,
TIGTA estimated that the IRS could assess an additional $108 million® in Social Security
and Medicare taxes each year. The IRS agreed to revise Form 4137 to capture the data
necessary to assess the employer's share of Social Security and Medicare taxes on
unreported tip income and to create a new form for reporting the employee's share of
these taxes on wage income. Once these corrective actions have been implemented,
TIGTA will reevaluate the IRS' improvements in this area.

Regarding the 2007 filing season, one of TIGTA’s concerns was the IRS’ Telephone
Excise Tax Refund (TETR) program. The refund is the most wide-reaching refund in the
history of the IRS. The IRS estimated that between 145 million and 165 million
individual taxpayers would be eligible to claim this one-time refund, including many
without a filing requirement. Because the IRS had collected approximately $8 billion
from individual taxpayers for the applicable period, it had a goal to return as close to this
amount as possible while minimizing the total refunds made above this amount. To
minimize the number of overstated refund requests and administrative burden on
individual taxpayers, the IRS offered individuals standard refund amounts. TIGTA
pointed out that a significant amount of the telephone excise tax may never be refunded.

! This is comprised of approximately $20 million in Social Security and Medicare taxes on tips and
approximately $88 million in Social Security and Medicare taxes on wages.
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TIGTA attributed this to the success of the standard refund amounts and to the fact that
many taxpayers were simply unaware of the refund despite the IRS' efforts. Early in the
filing season, TIGTA found that certain processing controls needed strengthening to
ensure taxpayers claiming amounts greater than one of the standard amounts included
required documentation. Upon notification, the IRS took action to address this issue.
TIGTA also found that more than 26,000 taxpayers would unnecessarily receive a Tax
Year 2007 Tax Package as a result of their TETR program claim. The unnecessary
packages would cost the IRS additional resources to send and cause taxpayers burden.
IRS is using TIGTA's data to suppress the mailing of unnecessary tax packages to
taxpayers.

TIGTA also raised concerns that erroneous claims often went unchallenged by the IRS.
Many taxpayers, possibly due to misunderstanding the Form 8913 (Credit for Federal
Telephone Excise Tax Paid), may have claimed refunds of the total amounts of their
telephone bills. (Form 8913 was not focus tested to ensure taxpayers understood it.)
Other taxpayers and preparers may have intentionally overstated their claims. As of June
2007, over 52,000 potentially egregious claims had been received that did not meet the
IRS’ criteria for review. The amount of telephone excise tax on these claims totaled
more than $43 million. Over 38,000 of these claims were on tax returns with no
Schedules C (Profit or Loss From Business), E (Supplemental Income and Loss) or

F (Profit or Loss From Farming), which makes the claimed amounts even more
questionable. If each of the 38,000 returns claimed the standard excise tax refund amount
of $60, the total refunds would equal approximately $2.3 million. Because the refunds
have been issued for these returns and because any incorrect or abusive refunds would
have to be recovered through court proceedings, TIGTA's recommendations only act as a
lessons learned for similar future refund programs. However, TIGTA believes the IRS
could have reduced the number of incorrect or abusive refunds if it had reexplored all its
options during the filing season. These options included sending notices (prior to refunds
being issued) that offered taxpayers the opportunity to self-correct their returns; the
postponement of some Examination function work; and the working (or partial working)
of some of the simpler TETR cases by non-Examination function employees.

Quality of Taxpayer Services: The IRS has experienced a steady growth in electronic
filing (e-filing) of income tax returns over the past several years. However, while the
number of e-filed returns increased 9.18 percent in 2007, the total volume of e-filed
returns was less than projected, and OA has expressed concern regarding the projected
slowing of the growth of e-filed returns. The slower growth rate will extend the time
period needed to achieve the goal of 80 percent e-filed returns and delays associated cost
savings. Current IRS projections show that by 2013, about 72 percent of individual
income tax returns will be e-filed. A contributing factor to the slowing growth of e-filed
returns is the disappointingly low use of the Free File Program, and the IRS' decision to
eliminate the Telefile Program in 2005. Of the 93 million taxpayers eligible for the Free
File Program in 2006, only 3.9 million (4.2 percent) used it. The number of Free File
users declined even more in 2007 to 3.8 million. OA raised concerns regarding the
quality and accessibility of the free e-filing services offered by the IRS. TIGTA also
plans to audit the IRS strategy to modernize submission processing. The IRS strategy
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includes implementing Modernized e-File and Web Direct filing to increase electronic
filings and employing technology and operational improvements to process returns,
payments, and refunds more accurately and efficiently by 2011. The strategy also
includes a redesign of the form 1040 and implementation of 2-D barcoding.

Correspondingly, the Subcommittee on Oversight of the House Committee on Ways and
Means requested that OA review recent amendments made to the IRS’ Free File Alliance
Agreement in order to evaluate the differences from the previous agreement and to assess
the impact on electronic filing and taxpayer services. OA’s review showed that the
amended agreement substantially reduced the number of taxpayers eligible to use the
program and that Free File services are often inaccessible, time-consuming and difficult
to use for eligible taxpayers. In addition, the Free File Program software did not always
accurately compute taxes due, and the “Guide Me To A Company” feature that helps
taxpayers select a program vendor was not always complete or accurate. Errors and
omissions in the tax preparation software and the tools provided by the IRS to aid
taxpayers when using the program could undermine taxpayers’ confidence in the program
and negatively affect the IRS’ efforts to reach its goal of increasing the use of electronic
filing. OA's recommendations will help ensure that the free filing options provided by
the IRS contribute to the growth rate of e-filing.

Additionally, TIGTA completed a review aimed at determining whether the IRS E-Help
Desk is providing quality customer service. The E-Help Desk provides assistance to
users of IRS electronic products and services. TIGTA determined that improvements to
the E-Help Desk are needed to support the IRS’ expanding e-services. As a result,
TIGTA had several concerns about the E-Help Desk Program. The IRS recognizes the
need to provide customers of its electronic products and services with the ability to obtain
the assistance needed to successfully use these products. Since the inception of the
E-Help Desk in 2002, the IRS has continued to identify ways to improve program
efficiency and customer service. Continued expansion in the availability and use of
electronic products and services requires that improvements are made to ensure that the
program can continue to provide effective customer service.

Privacy and Security: Millions of taxpayers entrust the IRS with sensitive financial and
personal data stored in and processed by IRS computer systems. Recent reports of
identity theft from both the private and public sectors have heightened awareness of the
need to protect this data. The risks that sensitive data or computer systems could be
compromised and computer operations disrupted continue to increase. These risks are
caused by: internal factors, such as increased connectivity of computer systems and
increased use of portable laptop computers; and external factors, such as the volatile
threat environment related to increased terrorist and hacker activity.

The IRS annually processes more than 220 million tax returns containing personal
financial information and personally identifiable information such as Social Security
numbers. A TIGTA audit found that IRS employees lost at least 490 computers between
January 2, 2003, and June 13, 2006. Also, employees did not properly encrypt data on
computer devices, and password controls over laptop computers were not adequate. As a
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TIGTA made several recommendations to improve the privacy of personally identifiable
information. The IRS agreed with the recommendations and provided adequate
corrective actions. TIGTA is planning an audit in FY 2008 to evaluate the effectiveness
of the IRS' corrective actions.

In another review, TIGTA noted that: the IRS’ process for prescreening its employees
prior to conducting background investigations on employees was appropriate and
effective; and IRS employee background investigations were appropriate for the level of
risk associated with the positions. However, background investigations were not
completed timely for IRS and contractor employees. Of the background investigations
TIGTA sampled, the IRS did not complete 77 percent of the IRS employee investigations
and 72 percent of the contractor employee investigations within established IRS
baselines. Delays in processing background investigations increase the risk that the IRS
may be hiring unsuitable employees that could compromise sensitive taxpayer
information, physically harm employees, and disrupt operations. TIGTA made
recommendations to improve the background investigation process. The IRS agreed with
the findings and provided corrective actions to use available management information to
track background investigations and to periodically advise appropriate IRS employees to
ensure that contractors have been prescreened before providing them access to computer
systems.

The value of TIGTA’s mission and the effectiveness of its oversight are demonstrated by
the increased number of requests for audits TIGTA receives. OA faces the challenge of
addressing increasing demands from Congress and other IRS stakeholders in a timely and
efficient manner. TIGTA expects the trend of increased congressional interest and
requests for action to continue into future fiscal years.

Other Resources: TIGTA receives $500,000 in offsetting collections and
reimbursements to support activity related to DCAA audits conducted on behalf of the
IRS and other activity conducted on behalf of the Department of the Treasury.

3.2.1 — Audit Budget and Performance Plan

Appropriated Resources $48,919 $48,916 $49,087 $52,959 $55,055

Reimbursable Resources $1,093 $915 $300 $500 $500
Total Resources $50,012 $49,831 $49,387 $53,459 $55,555

Budget Activity Total $50,012 $49,831 $49,387 $53,459 $55,555
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Audit Budget Activity

Measure FY 2005 FY 2006 FY 2007 FY 2008 FY 2009

Actual Actual Actual Target Target

Percentage of Audit Products Delivered When N/A N/A 68.00% 60.00% 65.00%
Promised to Stakeholders

Percentage of Recommendations Made That N/A N/A 90.00% 80.00% 83.00%

Have Been Implemented
Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: The likelihood that TIGTA’s products will be used is
enhanced if they are delivered when needed to support congressional and IRS decision-
making. To determine whether products are timely, TIGTA tracks the percentage of
products that are delivered on or before the date promised (contract date).

Additionally, TIGTA makes recommendations designed to improve administration of the
federal tax system. The IRS must implement these recommendations in order for our
work to produce financial or non-financial benefits. This measure assesses TIGTA’s
effect on improving the IRS’ accountability, operations, and services. Since the IRS
needs time to act on recommendations, TIGTA utilizes the Department’s Joint Audit
Management Enterprise System to track the percentage of recommendations made four
(4) years ago that have been implemented, rather than the results of our activities during
the fiscal year in which the recommendations are made. TIGTA is able to track its
recommendations that have not been implemented by the IRS. TIGTA also has a formal
process with the IRS for closing out unimplemented recommendations for which
circumstances may have changed, or for when the IRS has taken alternative corrective
measures that address concerns identified by TIGTA.

3B - Investigations ($90,681,000 from direct appropriations and $400,000 from
reimbursable programs): While most Offices of Inspector General focus primarily on
fraud, waste and abuse, TIGTA’s mission is more extensive. TIGTA has the statutory
responsibility to protect the integrity of tax administration and to protect the ability of the
IRS to collect revenue for the federal government. To accomplish this, TIGTA
investigates allegations of criminal violations and administrative misconduct by IRS
employees, protects the IRS against external attempts to corrupt tax administration, and
ensures IRS employee safety and IRS data and infrastructure security. The following
summaries highlight TIGTA’s investigative efforts in these three core areas:

Employee Integrity: The IRS’ ability to deliver taxpayer service, enforce tax laws
effectively, and collect the proper amount of taxes can be undermined by employee
misconduct. Over 50 percent of TIGTA’s current investigations involve alleged
employee misconduct. These investigations of employee misconduct allegations include
extortion, theft, taxpayer abuse, false statements, and financial fraud. In addition, an
integral part of the employee integrity program involves investigations of unauthorized
access to confidential taxpayer records by IRS employees.
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Employee and Infrastructure Security: In 1998, The President of the United States
designated IRS operations as a critical infrastructure.> TIGTA meets the challenge of
maintaining IRS employee and infrastructure security by conducting investigations in
reaction to incidents in which IRS employees, facilities, and infrastructure are sabotaged,
threatened, or assaulted. Potential threats to tax administration are identified by TIGTA’s
administration of a Criminal Intelligence Program that utilizes law enforcement and
intelligence resources to proactively identify individuals and groups who may pose a
threat to tax administration.

External Attempts to Corrupt Tax Administration: External attempts to corrupt tax
administration impede the IRS’ ability to collect revenue. TIGTA’s investigations of
external attempts to corrupt or interfere with tax administration include: bribes offered by
taxpayers to compromise IRS employees; the use of fraudulent IRS documentation to
commit crimes; taxpayer abuse by tax practitioners; impersonation of IRS employees;
and the corruption of IRS programs through procurement fraud.

In FY 2009, Ol expects major IRS programs to be highly at risk to corruption of federal
tax administration and thus require intensified oversight. Particularly important to
TIGTA are phishing scams that falsely depict e-mails from the IRS.® Such schemes
attempt to retrieve a user’s Social Security number and banking information by
replicating an official IRS seal and/or requesting information required for depositing tax
refunds. Since November 2005, TIGTA and the IRS received a total of 32,576 (as of
September 30, 2007) complaints or inquiries regarding these internet schemes. Oversight
in this area is necessary to ensure that misuse of the IRS name, impersonation of an IRS
employee, and identity theft incidents are resolved properly.

Congressional concern regarding the magnitude of uncollected revenue has prompted the
IRS to intensify enforcement activities. If effective, heightened enforcement is likely to
cause a rise in external threats to IRS employees and infrastructure. Both TIGTA’s
proactive and reactive initiatives are critical to mitigating such future risks. Ol currently
participates on the Federal Bureau of Investigation (FBI) Joint Terrorism Task Forces and
conducts criminal intelligence gathering to uncover and track external threats to tax
administration from individuals, anti-government groups, and terrorists. From FY 2005
through the end of FY 2007, Ol initiated 1,005 investigations of assaults and/or threats
made against IRS employees, and 97 investigations of assaults and/or threats made
against IRS facilities.

Current resources committed to addressing external security risks include six special
agents working full-time and 32 special agents working part-time on domestic terrorism.
The office also includes one intelligence analyst gathering information to protect against
external threats. Ol presently oversees security for the top 15 at-risk IRS locations, as
identified by the IRS Mission Assurance Office. Proactive measures in this area are
critical to preventing breaches of security and deterring threats in future years.

? Presidential Decision Directive NSC-63.
® Phishing involves sending e-mails to users falsely claiming to be established, legitimate enterprises in
order to solicit private information for the purpose of identity theft.
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Investigative work in these three core areas is imperative for protecting the integrity of
tax administration. The results of this work help ensure that the public has confidence in
its dealings with the IRS, thereby promoting voluntary compliance with federal tax laws.

Other Resources: TIGTA receives $400,000 in offsetting collections and
reimbursements to support activity related to the Inspector General Academy and other
activity conducted on behalf of the Department of the Treasury.

3.2.2 — Investigations Budget and Performance Plan

Appropriated Resources $79,368 $82,686 $83,427 $87,574 $90,681
Reimbursable Resources $1,783 $711 $627 $400 $400
Total Resources $81,151 $83,397 $84,054 $87,974 $91,081

Budget Activity Total $81,151 $83,397 $84,054 $87,974 $91,081

Percentage of Results from Investigative 82.00% 79.00% 81.00% 76.00% 76.00%
Activities (%) (Oe)
Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: Examples of the types of results generated from
investigative activities include: bribes offered by taxpayers to compromise IRS
employees; manipulation of IRS systems and programs through the use of bogus liens
and IRS financial reporting instruments; and impersonation of IRS officials. As of
September 30, 2007, actual performance has exceeded expectations (actual performance
was 81 percent, while the target was 73 percent). These results are indicative of
TIGTA'’s continuous focus on quality investigative activities.

For detailed information about each performance measure, including definition,
verification and validation, please go to:
http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml

TIGTA-16


http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml

Section 4 — Supporting Materials

4A — Human Capital Strategy Description

TIGTA’s human capital strategy is consistent with the goals, vision, and priorities of the
Department. One of the major goals of the Department is to “be an organization that
values its people.” The objective associated with this goal is to “ensure a high-quality,
diverse, and motivated workforce with the knowledge, skills, and abilities needed to
produce quality products in an efficient and effective manner.” To support this goal,
TIGTA'’s performance management program differentiates levels of employee
performance, incorporates TIGTA’s strategic goals and objectives, and holds employees
accountable for performance. During FY 2009, TIGTA will update its Strategic Human
Capital Plan to support a revised TIGTA Strategic Plan.

In recent years, TIGTA’s overall employee population has declined 12 percent from

FY 2001 through FY 2006 (a decrease from 938 in FY 2001 to 825 at the end of

FY 2006) and is expected to decline over the foreseeable future. In addition,
approximately 38 percent of all TIGTA employees will be retirement eligible by
September 30, 2011. More dramatic are the percentages of retirement eligibility in
certain TIGTA occupations. Approximately 41.5 percent of GS-0511 auditors and
GS-2210 information technology specialists, and 33 percent of TIGTA’s GS-1811
criminal investigators will be retirement eligible by then. This threatens TIGTA’s overall
ability to effectively fulfill its core mission.

Labor reductions will also reduce TIGTA’s enforcement capacity and circumscribe
efforts to combat IRS employee misconduct and external threats to the security and
integrity of IRS personnel and infrastructure. FTE losses further reduce opportunities to
examine high-risk areas and thereby reduce financial benefits from audit
recommendations and impact fewer taxpayer accounts. The loss would also require
TIGTA to curtail, delay, and/or fail to initiate reviews of high-risk areas and/or eliminate
entire programs.

TIGTA must also address critical staffing deficiencies in terms of having the right
number of people with the right skills to accomplish its mission. Because of the IRS’
modernization effort and its increasingly computerized operating systems and
environment, TIGTA faces critical skill gaps. Auditors and criminal investigators with
strong analytical skills and experience using business intelligence tools to identify fraud
and other improprieties in IRS computer systems are needed.

To help address these challenges, in FY 2008 TIGTA will implement a bureau-wide
electronic learning management system containing a skills assessment program that
identifies the critical skills needed for each of TIGTA’s major occupations and provides a
means to assess resident skill levels. TIGTA will also develop a strategic recruitment
program to fill critical vacancies and align future hiring in geographic areas where most
of TIGTA’s workload is located.
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While the TIGTA workforce is not being supplemented by on-site contractors, most of
the human resources, accounting, travel, and acquisitions work is outsourced to the
Bureau of the Public Debt’s Administrative Resource Center. Additionally, TIGTA is
considering supplementing the federal workforce with contract support in the areas of
physical security, telecommunications, and employee performance management policy.
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4.1 - Summary of IT Resources Table
Dollars in Thousands

2/

TIGTA- Audit and

Performance and Results Information System (PARIS) Investigations Activity $1,000  $1,000 $1,000 00% $1,000 0.0%
TIGTA: Audit and
PARIS Property Module (PPM) Investigations Activity $500 $500 $500 0.0% $500 0.0%

TIGTA® Audt and

TIGTA End User Systems and Services Investigations Activity $2,450 $2,450 $8,000 226 5%  $8,293 3.7%
TIGTA: Audit and

Telecommunications Systems and Services Investigations Activity $1,329  $1,329 $3,100 133.3%  $3,300 65.5%
TIGTA® Audt and

Data Center Systems and Services Investigations Activity $267 $267 $1,000 274 5%  $1,000 0.0%

TIGTA: Audit and

1/ This chart includes appropriated resources only, and may not reflect total project costs.

2/ This column reflects appropriated resources provided to a project in FY 2006 and any previous years. |

3/ The 6.6 million increase in Infrastructure from FY 2007 to FY 2008 is due to the inclusion of TIGTA costs which were previously not reflected.
4/ The §750 thousand decrease reflects the impact of eliminating IT Security as a separate investment and reflecting those resources with End User and Telecommunication systems and senices.
5/ The resources were realigned from End User systems and services to be reflected in the new Enterprise Content Management and Identity Management consolidated investments.
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4B - Information Technology Strategy

The Office of Information Technology (OIT) provides a full suite of information
technology products and services on behalf of TIGTA. All OIT activities are focused on
providing effective and secure access to data sources that are critical to the successful
completion of TIGTA’s mission. OIT personnel routinely work with investigators and
auditors, providing integrated support and/or data analysis services to foster the
independence of TIGTA oversight and the integrity of its investigative and audit findings.

End User Systems and Services: OIT provides traditional end user systems services for
all TIGTA employees. This includes the provisioning of personal computers,
productivity software, electronic mail and other local area network services, such as
network storage for effective data backup and recovery. OIT end user systems and
services are based on a standardized tool suite for internal TIGTA business operations.
This tool suite is augmented to provide specialized software tools that permit
investigators and auditors to access and analyze data residing on a wide variety of IRS
and other governmental information systems. OIT monitors these tools to ensure security
and availability, and to determine when technology maintenance and refreshment
activities are needed for effective protection of TIGTA-accessed data.

Telecommunications Systems and Services: OIT supports a wide area network (WAN)
with access points throughout the United States and Puerto Rico in direct support of a
geographically distributed investigative and audit workforce. The WAN provides
adequate bandwidth for internal and external data transmissions while providing secure
access to TIGTA resources, and other governmental computer networks and entities. For
example, the WAN provides a secure interconnection between TIGTA and the IRS that is
used for electronic data exchange as well as for cost-effective access to IRS information
systems. The WAN also enables secure, remote access from alternative work locations,
supporting an award-winning telework program. TIGTA also operates a Land Mobile
Radio (LMR) system that permits investigators to safely conduct field operations with
reliable wireless communication devices.

Data Center Systems and Services: OIT operates information systems at various offices.
In accordance with the OIT Strategic Plan and continuing cost containment measures,
OIT is consolidating information technology services, where feasible, into data center
facilities. The consolidation effort is designed to increase information system and
resource utilization, and eliminate unneeded redundancies while improving TIGTA’s
ability to support core investigative and audit activities. As part of a TIGTA data center,
OIT provides extensive data analysis services in direct support of investigative and audit
activities. For example, these services permit TIGTA to meet its responsibilities under
the Taxpayer Browsing Protection Act of 1997. Specifically, the services are designed to
analyze large volumes of data so that potential UNAX violations may be identified.

Enterprise Architecture: TIGTA operates several programs to comply with various

legislative mandates and to improve the reliability, availability and effectiveness of its
information technology. TIGTA’s enterprise architecture initiative responds to the
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Clinger-Cohen Act’s requirement to align business practices with technology needs. By
doing so, enterprise architecture will provide for better decision-making ability on
information technology investment and related resource allocation decisions.

Identity Management: Although OIT prides itself on delivering a full set of IT support
and services to TIGTA auditors and investigators, some administrative applications and
services are better delivered at departmental and governmental levels. To support future
authentication demands of those applications, TIGTA intends to manage the TIGTA
aspect of identity management in concert with the IRS, the Department and the federal
government. TIGTA currently maintains the production of its own non-Homeland
Security Presidential Directive-12 (HSPD-12) credentials using HSPD-12 processes and
procedures and will migrate to departmental HSPD-12 solutions as they become
available.

Enterprise Content Management: TIGTA continues to use Microsoft Share Point as an
internal content delivery service to our auditors and investigators. There are a number of
other applications TIGTA uses that contain Enterprise Content Management (ECM)
functionality, but the functionality is minor to the business processes the applications
serve. As aresult, these investments are not included in TIGTA ECM, but remain with
their associated IT infrastructure. As the Department ECM initiative presents
opportunities, TIGTA will evaluate transition to those document, record, content and
tracking, and workflow management functions.

Non-Major Investments: OIT maintains two internal management information systems
classified as non-major investments under Capital Planning and Investment Control
guidelines. The Performance and Results Information System (PARIS) supports
investigative compliance with the Government Performance and Results Act (GPRA).
The system facilitates GPRA compliance by collecting data needed to measure
performance of investigative activities, specifically as it pertains to complaint
management and investigating cases. The PARIS Property Module (PPM) is a custodial
accounting system used to support the bureau’s Personal Property Management Program.
PPM is used to track capitalized and expensed assets used in support of investigative and
audit activities and to track assets seized during law enforcement actions.
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4.2 - PART Evaluation Table
Not applicable to TIGTA.
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Community Development Financial Institutions Fund

Mission Statement
To expand the capacity of financial institutions to provide credit, capital and financial
services to underserved populations and communities in the United States.

Program Summary by Budget Activity
Dollars in Thousands

Appropriation FY 2007 FY 2008 FY 2009
Community Development Financial
Institutions Fund Enacted Enacted Request $ Change % Change
Community Development Financial
Institutions Program $31,881 $58,480 $24,417 ($34,063) -58.25%
New Markets Tax Credit Program 4,258 4,120 4,203 83 2.01%
Bank Enterprise Award 12,551 21,400 0 (21,400) -100.00%
Native Initiatives 5,816 10,000 0 (10,000) -100.00%
Total Appropriated Resources $54,506 $94,000 $28,620 ($65,380) -69.55%
Total FTE 68 75 75 0 0.00%

FY 2009 Priorities
e Provide allocations of tax credits through the New Markets Tax Credit Program,

e Provide awards through the Community Development Financial Institutions (CDFI)
Program as well as training, and

e Manage the Fund’s existing portfolio of awards and allocations including
strengthening its compliance management program.
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Section 1 — Purpose

1A - Description of Bureau Vision and Priorities

The mission of the Community Development Financial Institutions Fund (the Fund) is to
expand the capacity of financial institutions to provide credit, capital and financial
services to underserved populations and communities in the United States.

The Fund has three priorities:

1. To Support the Growth and Capacity of Community Development Financial
Institutions (CDFIs) Through the CDFI Program — The CDFI Program provides financial
assistance and technical assistance awards to CDFIs through annual competitive funding
rounds to carry out the Fund’s mission. In addition, the Fund is authorized to provide
support through training as well as evaluating the impact of the programs through
evaluation and research.

2. To Increase Investment Capital in Low Income Communities Through the New
Markets Tax Credit (NMTC) Program — The NMTC Program attracts private sector
capital into low-income communities through investments in Community Development
Entities (CDEs). CDEs raise funds by providing tax credits to private investors in
exchange for equity investments, which are then invested in low-income communities.
CDEs apply for allocations of NMTCs through annual, competitive allocation rounds.

3. To Manage the Fund’s Existing Portfolio of Awards Including Strengthening its
Compliance Management Program — Certain activities pertaining to the existing portfolio
of grant awards are required. These activities consist of finalizing the terms of assistance
agreements with recent awardees, making disbursements under awards not fully
disbursed as of the end of FY 2008, and monitoring awardee compliance with the terms
of their three-year award assistance and allocation agreements. This later step includes
reviewing annual reports provided by awardees and conducting site visits, to ensure that
awardee performance meets the goals as stipulated in the assistance agreements and that
unmet performance is explained.

1B - Program History and Future Outlook

The CDFI Fund administers two direct funding programs in support of Community
Development Financial Institutions (the CDFI Program) and Native American
communities (the Native American CDFI Assistance — NACA - Program), and also
administers the New Markets Tax Credit (NMTC) Program.

In FY 2007, the Fund processed $197 million of award applications which resulted in
awards totaling approximately $42 million through the CDFI and NACA programs. The
Fund also processed $27.9 billion of applications competing for $3.9 billion in allocations
under the New Markets Tax Credit program. Those selected for award will be announced
later in the calendar year.
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In FY 2007, the Fund reported 35,022 jobs created or retained by CDFI Program
awardees, which exceeded the projected target of 34,009 jobs. For NMTC allocatees,
98,530 jobs were created or retained, pertaining to real estate development/rehabilitation
and/or business support. In addition, CDFI Program financial assistance awards
leveraged an additional $778 million dollars, which equates to a leverage factor of $19:$1
(every $1 of the Fund’s financial assistance awards resulted in an additional $19 raised
and leveraged by awardees).

During FY 2007 the Fund took in 290 applications, most of which were through the
consolidated Grants.gov intake system, as required by the Presidential Management
Agenda (PMA) initiative. The Fund began preparing its migration plan to the PMA
Grants Management Line of Business (GMLo0B) initiative and has selected the
Department of Health and Human Services, Administration for Children and Families as
its partner for this effort. The Fund also commenced significant planning to support the
implementation of the Federal Funding Accountability and Transparency Act (FFATA),
which requires the Office of Management and Budget to maintain a single website
providing information about federal spending in FY 2007 and beyond. The Fund began
using the Trusted Agent FISMA (TAF) tool developed so that all Treasury bureaus and
offices can document and track compliance with FISMA security mandates.

Future Challenges

A challenge facing the Fund is the transitioning of its award-making activities to the
Grants Management Line of Business (GMLoB). One of the requirements of the
President’s Management Agenda is for the development and administration of uniform
requirements for grant processing among all federal agencies. The intent of these
uniform requirements is to support end-to-end grants management activities that promote
citizen access, customer service, and agency financial and technical stewardship. These
uniform requirements are referred to as the GMLoB. Certain federal agencies provide
these grant processing functions for their grant-making federal agency customers. The
Fund is in the process of transitioning its award administration requirements (currently
met in-house) to the Department of Health and Human Services, which provides such
services. This transition process will require a complete evaluation of the Fund’s award
activities, from application to award, to determine when the activities can be transitioned,
and the most efficient process for making the transition.
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Section 2 — Budget Adjustments and Appropriation Language

2.1 — Budget Adjustments Table
Dollars in Thousands

Community Development Financial Institutions Fund FTE Amount
FY 2008 Enacted 75 $94,000
Maintaining Current Levels (MCLs):
Non-Pay Inflation Adjustment 119
Pay Annualization 48
Pay Inflation Adjustment 111
Total FY 2009 Base 75 $94,278
Program Decreases:
Bank Enterprise Award Program (6) (21,428)
CDFI Program 12 (34,190)
Native Initiatives (6) (10,040)
Subtotal FY 2009 Program Changes 0 (65,658)
Total FY 2009 President's Budget Request 75 $28,620

2A — Budget Increases and Decreases Description

Maintaining Current Levels (MCLS) .....ccccocveviiieveeie e +$278,000/ +0 FTE
Non-Pay Inflation Adjustment +$119,000 / +0 FTE

Funds are requested for other non-labor related items such as contracts, travel, supplies,
equipment and GSA rent.

Pay Annualization +$48,000 / +0 FTE
Funds are requested for the FY 2009 cost of the January 2008 pay raise.

Pay Inflation Adjustment +$111,000/ +0 FTE
Funds are requested for the January 2009 pay raise.

Program DECIEASES ........cecveeeieieriesiesiesteseeaeeesessessessessessesseasens -$65,658,000/ +0 FTE
Bank Enterprise Award Program -$21,428,000 / -6 FTE

The Fund is not requesting resources for the Bank Enterprise Award (BEA) Program in
FY 20009.

CDFI Program -$34,190,000 / +12 FTE
The FY 2009 budget request seeks to reduce funding for this program. The increase in
FTEs pertains to the transfer of staff administering the Bank Enterprise Award Program
(6 FTESs) and Native Initiatives (6 FTES).

Native Initiatives -$10,040,000/ -6 FTE
No separate authorization exists for Native Initiatives so no separate set aside is being
requested in FY 2009.
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2.2 — Operating Levels Table

Dollars in Thousands

Bureau: Community Development Financial
Institutions Fund

FTE

Object Classification:
11.1 - Full-time permanent
11.3 - Other than full-time permanent
11.5 - Other personnel compensation
11.8 - Special personal services payments
12 - Personnel benefits
13 - Benefits for former personnel
21 - Travel and transportation of persons
22 - Transportation of things
23.1 - Rental payments to GSA
23.2 - Rental payments to others
23.3 - Comm, utilities, and misc charges
24 - Printing and reproduction
25 - Other contractual Services
25.1 - Advisory and assistance services
25.2 - Other services
25.3 - Other purchases of goods and services from

Govt. accounts

25.4 - Operation and maintenance of facilities
25.5 - Research and development contracts
25.6 - Medical care
25.7 - Operation and maintenance of equip
25.8 - Subsistence and support of persons
26 - Supplies and materials
31 - Equipment
32 - Land and structures
33 - Investments and loans
41 - Grants, subsidies, and contributions
42 - Insurance claims and indemnities
43 - Interest and dividends
44 - Refunds

Total Budget Authority

Budget Activities:

Community Development Financial Institutions
Program

New Markets Tax Credit Program

Bank Enterprise Award

Native Initiatives
Total Budget Authority

FY 2007 Enacted

68

5,413

1,408

119
20
1,319
127
303
20

3,635
490
649

O OOOoOo

9

75

0

1,300
39,537
0

0

0
$54,506

31,881

4,258
12,551
5,816
$54,506
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FY 2008
President's
Budget

63

5,267

1,373

112
20
1,353
130
317
20

2,550
271
598

O O O oo

94

75

0

740
15,637
0

0

0
$28,557

24,437

4,120

0

0
$28,557

Cong. Action
including
Recission

O O O oo

12

0

0

0
62,443
0

0

0
$65,443

34,043

0
21,400
10,000

$65,443

FY 2008 Enacted
Level

2,170
78,080
0

0

0
$94,000

58,480

4,120
21,400
10,000

$94,000

FY 2009
Requested Level

75

6,230

1,619

114
20
1,447
189
332
20

2,522
438
911

O OO oo

111

75

0

530
14,062
0

0

0
$28,620

24,417

4,203

0

0
$28,620



2.3 — Appropriations Detail Table
Dollars in Thousands

FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE  AMOUNT FTE ~ AMOUNT

New Appropriated Resources:
Community Development Financial

Institutions Program 30 $31,847 33 $31,881 55 $58,480 55 $24,417 0.00%  -58.25%
New Markets Tax Credit Program 15 3,704 19 $4,258 20 $4,120 20 $4,203 0.00% 2.02%
Bank Enterprise Award Program 5 12,469 6 $12551 0 $21,400 0 $0 0.00% -100.00%
Native Initiatives 7 5,500 10 $5,816 0 $10,000 0 $0 0.00% -100.00%
Subtotal New Appropriated Resources 57  $53,520 68  $54506 75  $94,000 75 $28,620 0.00%  -69.55%

Other Resources:

Recoveries 658 0 658 0 500 0 2,000 0.00%  300.00%
Unobligated Balance 1,533 0 1533 0 986 0 500 0.00%  -49.29%
Offsetting Collections 600 0 600 0 500 0 500 0.00% 0.00%
Available multi-year/no-year funds 50 0 402 0 402 0 402 0.00% 0.00%
Subtotal Other Resources 0 $2,841 0 $3193 0 $2,388 0 $3,402 0.00%  42.46%
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2B — Appropriations Language and Explanation of Changes

Appropriations Language Explanation of Changes

DEPARTMENT OF THE TREASURY
COMMUNITY DEVELOPMENT FINANCIAL
INSTITUTIONS FUND

COMMUNITY DEVELOPMENT FINANCIAL
INSTITUTIONS FUND PROGRAM ACCOUNT

To carry out the Community Development Banking and
Financial Institutions Act of 1994 (Public Law 103-325),
including services authorized by 5 U.S.C. 3109, but at rates
for individuals not to exceed the per diem rate equivalent
to the rate for ES-3, [94,000,000] $28,620,000 to remain
available until September 30, [2009] 2010, of which
[$8,000,000 shall be for financial assistance, technical
assistance, training and outreach programs designed to
benefit Native American, Native Hawaiian, and Alaskan
Native communities and provided primarily through
qualified community development lender organizations
with experience and expertise in community development
banking and lending in Indian country, Native American
organizations, tribes and tribal organizations and other
suitable providers, and] up to [$13,500,000] $13,778,000
may be used for administrative expenses, including
administration of the New Markets Tax Credit, up to
[$7,500,000] $1,200,000 may be used for the cost of direct
loans, and up to $250,000 may be used for administrative
expenses to carry out the direct loan program: Provided,
That the cost of direct loans, including the cost of
modifying such loans, shall be as defined in section 502 of
the Congressional Budget Act of 1974, as amended:
Provided further, That these funds are available to
subsidize gross obligations for the principal amount of
direct loans not to exceed [$16,000,000] $3,000,000.

2C - Legislative Proposals
The CDFI Fund has no legislative proposals for FY 20009.
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Section 3 — Budget and Performance Plan

This table lists all FY 2009 resources by strategic goal, objective and outcome outlined in
the FY 2007-2012 Treasury Department Strategic Plan. The Treasury Strategic Plan is a
corporate level plan for the Department that provides a description of what the agency
intends to accomplish over the next five years.

For detailed information about the FY 2007-2012 Treasury Strategic Plan, please go to:
http://www.treas.gov/offices/management/budget/strategic-plan/

3.1 — Budget by Strategic Outcome
Dollars in Thousands

TREASURY Strategic Outcome FY 2008 FY 2009 Percent
Enacted Request Change

AMOUNT AMOUNT AMOUNT
Economic competitiveness 94,000 28,620 -69.6%
Total $94,000 $28,620 -69.6%

3A - Community Development Financial Institutions Program ($24,417,000 from
direct appropriations): The CDFI Program enables the Fund to carry out its mission of
expanding the capacity of financial institutions to provide credit, capital and financial
services to underserved populations and communities in the United States. The CDFI
Program also addresses Treasury’s strategic objective to increase economic growth and
create jobs. The program is comprised of three components: Financial Assistance,
Technical Assistance, and Training.

e Financial Assistance (FA) awards are only provided to entities that have been
certified by the Fund as meeting the statutory criteria to be a CDFI. Because of the
wide range of institution types that can be certified as CDFIs, the FA application
process contains a degree of complexity not shared by other Fund award programs.
Each applicant must describe and demonstrate its financial health, management
capacity, and ability, based on historic and future projected activity, to deliver a
product or service that will increase access to capital, credit and quality financial
services in underserved communities. For every $1 in FA awards, awardees are able
to raise an additional $19, so the approximately $11 million in FY 2009 FA awards
should result in an additional $209 million raised and deployed into low income
communities.

e Technical Assistance (TA) grants serve to secure a sound foundation for developing
CDFls and can be used for training, technology and other one-time costs generally
related to start-up or major growth phases of a CDFI.

e Training programs are designed to support identified areas of skills improvement
for CDFIs and other members of the financial service industry. The program supports
Treasury’s objective to increase economic growth and create jobs by providing
needed education and support for skills development to enable relevant parties to
deliver or utilize financial services.
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In addition to the above, the Fund is actively engaged in developing strategies to share as
much data as possible with the public to increase the ability of CDFIs and CDEs to
address the financing needs of low income communities. In FY 2007 the Fund released
its first aggregated data sets, making available data pertaining to CDFIs for FY 2003,
2004 and 2005. The Fund also engages in studies, evaluations, and research designed to
complement the Fund’s programs, measure the impact on low income communities and
low income persons and increase the level of knowledge and understanding of successful
business strategies necessary to meet the financing needs of low income communities.

Other Resources: Other resources of funds in FY 2009 total $3,402,000 which are
available for use by the CDFI Program, as follows (amounts in thousands):

Unobligated Balances - $500,000

Consists of amounts appropriated for FY 2008 not obligated by the end of that fiscal
year. The Fund’s appropriations are available for use over a two-year period.
Offsetting Collections - $500,000

Consists of current year investment income as well as the proceeds from the
redemption of investments during the year, available for new awards.

Recoveries - $2,000,000

Consists of awards obligated during FY 2008 which were subsequently deobligated,
and so are available for obligation in FY 2009.

Available multi-year / no-year funds - $402,000

Consists of offsetting collections from prior years available for new awards.

3.2.1 — Community Development Financial Institutions Program Budget and
Performance Plan

Appropriated Resources $24,595 $30,268 $31,847 $58,480 $24,417
Reimbursable Resources $0 $0 $0 $0 $0
Total Resources $24,595 $30,268 $31,847 $58,480 $24,417
Budget Activity Total $24,595 $30,268 $31,847 $58,480 $24,417
FTE - Number of full-time equivalent jobs 23,656 22,329 35,022 TBD TBD

created or maintained in underserved
communities by businesses financed by CDFI
Program Awardees (Oe)

Administrative costs per Financial Assistance $ 5130 $ 8710 $7,180 TBD TBD
(FA\) application processed (E)
Private Dollars - Dollars of private and non- $ 1,800 $ 1,400 $ 778 TBD TBD

CDFI Fund investments that CDFls are able to

leverage because of their CDFI Fund Financial

Assistance. ( in millions) (Oe)

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

* Targets for performance measures in 2008 and 2009 will be established in early 2008.
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Description of Performance: In FY 2007, the Fund made $23.9 million in CDFI Program
awards to CDFlIs that primarily serve rural and urban low-income communities.

In FY 2007, the Fund leveraged $778 million in private and non-CDFI Program dollars,
which was slightly less than the target of $861 million. The shortfall was due to two
reasons: 1) in FY 2007 there was a decrease in the amount of FA disbursements
compared to that which was projected; and 2) the calculated leverage ratio decreased
from $27:1, to $19:1. The leverage ratio will change over time simply because the size
and composition of the group of CDFlIs that provides leverage information changes every
year. Different CDFIs have varying ability to raise equity and borrow against that
equity, and will invest in widely different projects.

In FY 2007, the Fund created or maintained 35,022 full-time equivalent jobs in
underserved communities, a slight improvement over its goal of 34,009 jobs.

3B — New Markets Tax Credit Program ($4,203,000 from direct appropriations): The
NMTC Program spurs investment of private capital into a range of privately managed
investment vehicles called Community Development Entities (CDEs). CDEs apply for
allocations of NMTCs through annual, competitive allocation rounds. A CDE receiving
an allocation of tax credits is authorized to provide such credits to private sector investors
in exchange for equity investments (Qualified Equity Investments, or QEIs) in the CDEs.
The CDE then uses the proceeds from these equity investments to make loans and equity
investments in New Markets businesses located in and serving economically distressed
communities. An investor in the CDE receives tax credits against its Federal income
taxes for making the QEI. The tax credits provided to an investor total 39 percent of the
cost of the investment and can be claimed over a seven-year credit allowance period. A
total of $19.5 billion in investor capital will be raised under the NMTC Program. Five
funding rounds have been completed corresponding to tax credit allocations supporting
$16.0 billion in private sector capital, with the CY 2008 funding round remaining, which
will provide allocations of tax credits supporting $3.5 billion in investor capital.

The FY 2009 budget request will fund the costs required to administer the NMTC
program. Because it is a tax credit program, there is no program funding requested in this
account.

3.2.2 — New Markets Tax Credit Program Budget and Performance Plan

Appropriated Resources $11,926 $3,936 $3,704 $4,120 $4,203
Reimbursable Resources $0 $0 $0 $0 $0
Total Resources $11,926 $3,936 $3,704 $4,120 $4,203

Budget Activity Total $11,926 $3,936 $3,704 $4,120 $4,203
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New Markets Tax Credit Program Budget

Activity
Measure FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Actual Actual Actual Target Target
Administrative costs per number of New $ 5390 $ 4,360 $5,320 $ 4875 $ 4875

Markets Tax Credit (NMTC) applications

processed ($) (E)

Private Equity - Amount of investments in $ 11 $ 2 $ 25 $ 25 $ 25
low-income communities that Community

Development Entitites (CDEs) have made

with capital raised through their New Markets

Tax Credit (NMTC) tax credit allocations ($

in billions)(Oe)

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: In FY 2007, the Fund made $3.9 billion in tax credit
allocations, providing recipients the potential ability to raise this amount of capital to
invest in low-income communities. For FY 2008, a total of $3.5 billion in tax credit
authority is available (allocations are made later in the year). The Fund works closely
with the IRS to implement this program.

As reported in FY 2007 (applicable to awards made during FY 2006), Community
Development Entities (CDESs) exceeded the anticipated $2.1 billion in Qualified Low-
Income Community Investments (QLICIs), by closing $2.5 billion in QLICIs. The Fund
will continue to analyze the increasing rate that allocatees raise equity and make qualified
investments, and use this analysis to set appropriate targets going forward.

Also as reported in FY 2007 (applicable to FY 2006), the NMTC Program created or
maintained 98,530 jobs. Of this amount, 90,385 jobs pertained to real-estate development
/rehabilitation projects (i.e. categorized as “construction”) and 8,145 jobs were associated
to non real-estate projects (i.e. categorized as “business-support™). There is no target
against which this number can be measured, as there is no reliable process to project the
number of jobs created or maintained for the NMTC Programs.

3C — Bank Enterprise Award (No funding): The FY 2009 budget does not request
funding for the Bank Enterprise Award (BEA) Program. Through the BEA Program, the
CDFI Fund provides monetary awards to FDIC insured depository institutions as
incentives to increase their lending and investments in economically distressed
communities. Funding is not being requested for FY 2009 primarily because the
program’s structure requires that awards be made on the basis of past activity.

The Fund will undertake changes to the BEA Program in the FY 2009 funding round,
should the program be funded in future years. These modifications will require that BEA
awards be used for future activities that are eligible for award under the BEA Program.
This change will better align the use of BEA awards with the Program’s goals and
objectives. The current program has no such requirement. The steps to affect effect this
change will include amendments to the BEA regulations, application, assistance
agreement, and the creation of a compliance and monitoring system that does not
currently exist for this Program.
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3.2.3 — Bank Enterprise Award Budget and Performance Plan

Appropriated Resources $9,782 $13,286 $12,469 $21,400 $0
Reimbursable Resources $0 $0 $0 $0 $0
Total Resources $9,782 $13,286 $12,469 $21,400 $0
Budget Activity Total $9,782 $13,286 $12,469 $21,400 $0

3D — Native Initiatives (No funding): The FY 2009 budget does not request funding for
Native Initiatives. No separate authorization exists for Native Initiatives so no separate
set aside is being requested in FY 2009. Native Initiatives is a funding program that is
targeted to increasing the number and capacity of existing or new CDFIs serving Native
American Communities (Native American CDFlIs), and includes complementary
capacity-building initiatives that seek to foster the development of Native American
CDFlIs through training and technical assistance.

3.2.4 — Native Initiatives Budget and Performance Plan

Appropriated Resources $1,704 $5,416 $5,500 $10,000 $0
Reimbursable Resources $0 $0 $0 $0 $0
Total Resources $1,704 $5,416 $5,500 $10,000 $0

Budget Activity Total $1,704 $5,416 $5,500 $10,000 $0

Administrative costs per number of Native $ $ $13,510
American CDFI Assistance (NACA)

applications processed ($)(E)

Total Assets - Annual percentage increase in 103.00% 182.00% 19.00% TBD N/A
the total assets of Native CDFIs (%) (Oe)

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

10,050 8,130

* Targets for performance measures in 2008 will be established in early 2008.

For detailed information about each performance measure, including definition,
verification and validation, please go to:
http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml
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Section 4 — Supporting Materials

4A — Human Capital Strategy Description

Over the past several years the Fund has experienced a large number of staff vacancies;
however, in FY 2007 the Fund was successful in filling many of them. The staff
vacancies were due partly to the two Strengthening America’s Communities initiatives
(SACI) proposed by the administration as part of the FY 2006 and FY 2007 President’s
Budgets. Under these initiatives, a number of Federal community development
programs, including those administered by the Fund, were to be consolidated within a
single federal agency. In anticipation of implementing these initiatives, the Fund began
downsizing its workforce.

As a result of funding levels provided in FY 2007 and FY 2008, the Fund began
backfilling its vacant positions in FY 2007. As a result, the Fund projects a total of

75 FTE positions in FY 2009. Since most of these positions were being filled throughout
FY 2007 and early FY 2008, FY 2008 will be the first year in which most of this
increased FTE level will be reflected. With elimination of funding for the Bank
Enterprise Award (BEA) Program and Native Initiatives in FY 2009, FTEs which
administered those programs will be transferred to different responsibilities associated
with the CDFI Program.
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4.1 - Summary of IT Resources Table
Dollars in Thousands

=
o
>
@

Community Development Financial
Community Investment Impact System (CIIS) Institutions and New Markets Tax $670 $0 $414 $427
Credit Programs

CDF! Infrastructure (Telecommunications) Community Development Financial
Institutions, Bank Enterprise
Awards, Native Initiatives and New $200 $150 $0 $0
Markets Tax Credit Programs

CDFI Infrastructure (Office Automation) Community Development Financial
Institutions, Bank Enterprise
Awards, Native Initiatives and New $2,690 $750 $1,966 $2,179
Markets Tax Credit Programs

CDFI Infrastructure Community Development Financial
(IT Security) Institutions, Bank Enterprise
Awards, Native Initiatives and New $360 $0 $364 $0

Markets Tax Credit Programs

CDFl Infrastructure (Infrastructure) Community Development Financial
Institutions, Bank Enterprise
Awards, Native Initiatives and New $190 $100 $335 $335
Markets Tax Credit Programs

=
o
>
]

1/ This chart reflects appropriated resources only and may not reflect total project costs.
2/ this column reflects appropriated resources provided to a project in FY 2006 and any previous years.
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4B - Information Technology Strategy

The Fund does not have any Major IT investments (using Department of the Treasury and
OMB Circular A-11 guidelines for defining Major IT investments) and, as such, is not
required to submit an OMB Exhibit 300. The Fund does, however, have a Chief
Information Officer (CIO) Operating Plan which is administered by the CIO and ensures
all decision making is integrated into the organizations planning, operations and
budgeting processes. The operating plan utilizes existing processes and structures such
as the Director's Operations Committee and the Budget Advisory Committee to ensure
that the Fund's IT investments are tied to the organization's strategic plan, support the
agency's mission and remain strictly within the approved budget.

The Fund's CIO is also responsible for ensuring that the agency's IT strategic goals
conform to required legislation as well as Treasury and Presidential goals, such as the
Federal Information Security Management Act (FISMA), the E-Gov Act, the Privacy
Act, the President’s Management Agenda, Grants.gov and the Grants Management Line
of Business. This information, as well as budget and project management information for
the Capital Planning and Investment Control process, are coordinated with the Treasury
CIO office as part of the overall Treasury IT management process.



4.2 - PART Evaluation Table

PART Evaluation

PART Name;: CDFI Fund: Finance and Technical Assistance
Year PARTed: FY 2004

Rating: Adequate

OMB Major Findings/Recommendations
1. The CDFI Program is not unique because several states administer similar programs and CDFIs can use
private sector equity investment to accomplish activities they otherwise would accomplish with CDFI Fund
awards.
2. Set a target and timeframe for the second long-term measure.
3. Establish a baseline for the efficiency measure, set a target, and measure progress in achieving this
target.
4. Make disaggregated program performance data available to the public.
5. Conduct an independent evaluation of the program.

Bureau Actions Planned or Underway

1. The Fund is not taking any action related to the duplication/redundancy finding because:
a. Fewer than 10 states administer CDFI programs and none of these state programs fully meets the
capital needs of the CDFlIs in its state. Furthermore, CDFIs in 40 states do not have access to any state
CDFI program.
b. There are too few private sector equity investments available to meet CDFIs' needs for capital.

2. The Fund has built the IT system needed to set a target for the second long-term measure.

3. The Fund conducted the analysis needed, set the baseline for the efficiency measure and began

measuring progress in FY 2006.

4. The Fund made disaggregated data available to the public in January 2005 and will continue to do so

annually.

5. A contract to evaluate the program was awarded in FY 2005 and is currently underway.
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PART Evaluation

PART Name: New Markets Tax Credit (NMTC)
Year PARTed: FY 2004
Rating: Adequate

OMB Major Findings/Recommendations
1. The program is not unique because other federal, state and local tax credit programs are available and
because numerous programs at HUD (CDBG) and Commerce (EDA) augment the NMTC Program goal of
improving low-income communities.

2. Set targets for the annual performance measures and measure performance in achieving them.
3. Establish a baseline for the efficiency measure, set a target, and measure progress in achieving this
target.

4. Conduct an independent evaluation of the program.

Bureau Actions Planned or Underway
1. The Fund is not taking any action on the duplicative/redundancy finding because, in the Fund's opinion,
the other available programs complement rather than duplicate the NMTC Program.
2. NMTC Program allocatees submitted data in June 2005 that the Fund needed in order to set performance
measure targets. The Fund set targets and began measuring its achievements in FY 2005.
3. The Fund conducted the analysis needed, set the baseline for the efficiency measure and began
measuring progress in FY 2006.
4. In FY 2005 the Fund issued an RFP for an independent evaluation of the program and the multi-year
evaluation began in the last quarter of FY 2006.

For a complete list of PART results visit the following website:
http://www.whitehouse.gov/omb/expectmore/all.html
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Financial Crimes Enforcement Network

Mission Statement

To enhance U.S. national security, deter and detect criminal activity, and safeguard
financial systems from abuse by promoting transparency in the U.S. and international
financial systems.

Program Summary by Budget Activity
Dollars in Thousands

Appropriation FY 2007 FY 2008 FY 2009
Salaries and Expenses Enacted Enacted Request $ Change % Change
BSA Administration and Analysis $64,780 $76,889 $82,157 $5,268 6.85%
Regulatory Support Programs 8,436 8,955 9,178 223 2.49%
Total Appropriated Resources $73,216 $85,844 $91,335 $5,491 6.40%
Total FTE 326 334 343 9 2.69%

FY 2009 Priorities

. Improve regulatory effectiveness by ensuring consistent application of Bank Secrecy
Act (BSA) regulations through implementation of memoranda of understanding
allowing information sharing between FinCEN and additional state regulators and
enhanced communication and clarification of regulatory requirements to financial
industries;

. Strengthen effectiveness of international anti-money laundering and counter-terrorist
financing efforts and combat foreign threats by improving analytical products and
responsiveness to foreign government counterparts; and

« Ensure the safety and security of FInCEN’s employees and property through the
implementation of additional physical security measures.
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Section 1 — Purpose

1A - Description of Bureau Vision and Priorities

The Financial Crimes Enforcement Network (FINCEN), a bureau within Treasury’s
Office of Terrorism and Financial Intelligence, ensures safer and more transparent U.S.
and international financial systems through the administration of the Bank Secrecy Act
(BSA), in support of the Department of the Treasury’s strategic goal “Prevented
Terrorism and Promoted the Nation’s Security through Strengthened International
Financial Systems.”

The BSA requires financial institutions to file reports on certain types of financial activity
and to establish appropriate internal controls to guard against money laundering, terrorist
financing, and other types of illicit finance. These reports have a high degree of
usefulness in criminal, tax, and regulatory matters as well as counter-terrorist financing.
The documents filed by businesses pursuant to the BSA requirements are heavily used by
law enforcement agencies, both domestically and through exchanges with international
counterparts to identify, detect and deter money laundering whether it is in furtherance of
a criminal enterprise, terrorism, tax evasion or other unlawful activity. FInCEN also
serves as the nation’s financial intelligence unit (FIU). An FIU serves as a national
center set up to collect, analyze, disseminate, and exchange information pursuant to a
country’s anti-money laundering/counter-terrorist financing legislation and regulations.
This includes information about suspicious or unusual financial activity reported by the
finanical sector.

FinCEN is in the process of updating its strategic plan for FY 2008 — FY 2012 to align
with the new Treasury Department strategic plan. The bureau’s priorities are linked to
the following strategic goals proposed in the revised plan:
« Financial systems resistant to abuse by money launderers, terrorists and their
financial supporters, and other perpetrators of financial crime;
. Detection and deterrence of money laundering, terrorist financing, and other illicit
activity; and
. Enhanced management, use, and security of BSA information.

The total resources required to support FinCEN for FY 2009 are $96,586,000 including
$91,335,000 for direct appropriation and $5,251,000 from offsetting collections.

1B — Program History and Future Outlook

FinCEN fulfills its mission, goals and priorities by: administering the BSA; supporting
law enforcement, regulatory, and intelligence agencies through sharing and analysis of
financial intelligence; enhancing international anti-money laundering and counter-
terrorist financing efforts and cooperation; and networking people, entities, ideas, and
information.

FinCEN’s regulatory policy efforts focus on efficient and effective administration of the
BSA. This includes improving consistency in the application of BSA regulations to the
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regulated financial institutions and providing feedback enabling greater clarity regarding
regulatory expectations and optimized understanding of the value of their contributions.
FinCEN’s regulatory policy protects the financial system and enhances national security
by making relevant data available to law enforcement authorities and the regulatory
agencies that examine for BSA compliance, and maximizes the effectiveness and
efficient use of government resources.

Specific FY 2007 accomplishments in the requlatory area include:

Published the following final and amended BSA regulations: Amendment to the Bank
Secrecy Act Regulations-Imposition of Special Measure Against Banco Delta Asia,
Including Its Subsidiaries Delta Asia Credit Limited and Delta Insurance Limited, as a
Financial Institution of Primary Money Laundering Concern (March 2007);
Amendments to the Bank Secrecy Act Regulations Regarding Casino Recordkeeping
and Reporting Requirements (June 2007); Anti-Money Laundering Programs-Special
Due Diligence Programs for Certain Foreign Accounts (August 2007);

Published additional BSA guidance to financial institutions to improve consistency in
the interpretation and application of BSA regulations, and reduce misperception of
excessive regulatory expectations. Specific guidance included: Guidance (Frequently
Asked Questions) — Suspicious Activity Reporting Requirements for Mutual Funds
(October 2006); Advisory — Potential Money Laundering Risks related to Shell
Companies (November 2006); Guidance (Frequently Asked Questions) — Customer
Identification Programs and Banks Serving as Insurance Agents (December 2006);
Guidance — Application of the Customer Identification Program Rule to Future
Commission Merchants Operating as Executing and Clearing Brokers in Give-Up
Arrangements (April 2007); Guidance — Requests by Law Enforcement for Financial
Institutions to Maintain Accounts (June 2007); Guidance — Suspicious Activity Report
Supporting Documentation (June 2007);

Delivered complex analytical studies targeted to regulatory authorities from each of
the 43 state regulators with which FInCEN has entered into a memoranda of
understanding to exchange information;

Developed and provided reports on mortgage loan fraud, money laundering through
the commercial real estate sector, and shell companies to assist in the promulgation of
guidance to financial institutions and regulatory examiners about vulnerabilities and
associated compliance obligations;

Participated as a speaker/panelist in 99 domestic and overseas outreach events;
Enhanced outreach activities to the money services business (MSB) industry by using
information from law enforcement partners that encounter potential unregistered
MSBs to focus FINCEN’s education initiatives;

Translated MSB brochures into seven languages;

Developed a strategy in conjunction with the Internal Revenue Service (IRS) to focus
resources for ensuring BSA compliance by non-bank financial institutions;
Implemented an action plan to address concerns among domestic and international
policymakers, law enforcement, and financial institutions about the misuse of various
types of business entities (e.g., corporations, limited liability companies, limited
partnerships, trusts, etc.) to facilitate money laundering and other financial crimes;
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Assessed civil money penalties against financial institutions for willful violations of
BSA requirements, including through joint or concurrent actions with federal and state
agencies; and

Contributed to the revisions of the Federal Financial Institutions Examination Council
(FFIEC) BSA/AML examination manual, which helps ensure consistent application
by federal and state supervisors of their regulatory authority.

In FY 2008/2009, FInCEN will expand regulatory policy efforts to include:

Implementing additional information sharing agreements with federal and state
regulators, with a focus on insurance commissioners;

Identifying compliance trends and patterns across industries subject to the BSA and
publishing, as appropriate, studies promoting greater awareness of emerging money
laundering trends and vulnerabilities;

Continuing efforts to overhaul BSA regulations for inclusion in a new Code of Federal
Regulations chapter to provide greater clarity in regulations and make them easier for
industry to follow, as well as more intuitive and responsive to industry feedback;
Publishing final and amended BSA regulations for the anti-money laundering program
rule for dealers in precious metals, precious stones, or jewels;

Continuing efforts to implement and refine strategies with regard to the MSB industry,
including partnerships to identify unregistered MSBs, consider options to simplify and
clarify the regulatory framework, and continue to enhance outreach activities
concerning this industry;

Continuing efforts, in conjunction with the federal banking agencies, to match risk-
based examination for BSA compliance with actual risks posed by products and
services offered, and customers and geographic locations served by depository
institutions;

Undertaking enforcement actions against financial institutions, as necessary, for
willful violations of BSA requirements, including joint or concurrent actions with
federal and state agencies;

Reducing any undue perception of excessive regulatory responsibilities by providing
clarification to regulated industries regarding their programmatic, recordkeeping, and
reporting requirements under the BSA,

Increasing efforts to provide regulatory partners with analytical products and
information to identify institutions with potential compliance problems, thereby
promoting enhanced consistency across examinations;

Reducing the time to coordinate and complete compliance reviews with regulatory
examination authorities, while promoting speedy remediation by industry of identified
deficiencies; and

Streamlining regulatory requirements and other modifications relating to MSBs,
subsequent to a review of the existing regulatory framework and current issues.

FinCEN’s analytic efforts focus on developing products and services that help law
enforcement better utilize resources to enhance detection and deterrence of domestic and
international money laundering, terrorist financing, and other illicit activity. This
includes exchange of information with counterpart foreign government FIUs in over 100
countries that are members of the Egmont Group.
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Specific FY 2007 accomplishments related to analytic efforts include:

« Enhanced support to law enforcement agencies by focusing on actionable analyses
targeted at high-priority money laundering and terrorist financing targets;

» Collaborated on analytical projects with key federal law enforcement customers, such
as the FBI’s Terrorist Financing Operations Section, the Drug Enforcement
Administration, Customs and Border Protection’s Tactical Analysis Group,
Immigration and Customs Enforcement’s Financial and Trade Division, and other
analytical agencies like the National Drug Intelligence Center;

« Published a technical reference guide for law enforcement officials on MSBs to
describe traditional types of remittances and services, as well as emerging services
such as online payments and prepaid card services;

« Collaborated with other FIUs in the Egmont Group to improve understanding of how
emerging payments methods, such as internet-based payment methods, might be
exploited for illicit activity;

. Completed collaborative efforts with other FIUs, law enforcement agencies, and the
intelligence community to take full advantage of financial intelligence sources and
resources;

«  Worked with Egmont Group partners to develop actionable intelligence concerning
illicit money flows across the northern and southwestern borders of the U.S.;

« Provided greater and more sustained technical assistance and training to Egmont
Group candidates under FInCEN’s sponsorship and to Egmont members whose
organizational capabilities have been strained by growing needs to collect and analyze
financial intelligence and building the information technology infrastructure for these
activities; and

« Supported the establishment of a permanent Egmont Group Secretariat with the
appointment of the Executive Secretary and opening of a permanent office in Toronto
July 3, 2007.

In FY 2008/2009, FinCEN will continue to develop analytic products and services that

enhance detection and deterrence of illicit activity. These efforts include:

« Continuing the proactive evaluation, analysis and referral of potential terrorism and
financial crimes related SARs to the law enforcement and intelligence communities;

. Expanding capabilities and methodologies for geographic and industry threat
assessments and for financial analysis;

« Enhancing the focus on transnational financial crimes, to include cross-border money
flows, the South Florida region, and an annual threat/targeting assessment of the
Southwest Border;

« Expanding the complexity of FInCEN products to better meet the needs of the
bureau’s international partners, and increasing U.S. law enforcement use of the
Egmont FIU process to combat money laundering and terrorist financing;

« Continuing outreach to U.S. law enforcement and regulatory agencies to educate them
on the benefits provided by the global network of FIUs in terms of investigative and
intelligence resources and information sharing;

« Increasing the number of analyst exchanges with partner FIUs, and expanding
customized technical assistance and training provided to meet the needs of specific
FIUs in vulnerable international geographic areas; and
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« Continuing to publish technical reference manuals for law enforcement officials
describing investigational approaches to payment systems.

FinCEN’s efforts related to the management, use, and security of BSA information focus
on maximizing utilization by improving the overall information infrastructure and
enhancing information technology management capabilities.

Specific FY 2007 accomplishments related to the management, use, and security of BSA

information include:

« Expanded access to BSA information to enable authorized law enforcement and
regulatory users to quickly and efficiently query the data when needed,

« Conducted a feasibility analysis with the financial services industry and law
enforcement to determine the benefits and costs to all affected parties as a part of a
Congressionally mandated study of the feasibility of implementing a cross-border
electronic funds transfer reporting requirement;

. Established a formal Data Issue Management process and framework and Data
Management Council, including representatives from FINCEN and the IRS, to address
BSA data quality issues in a consistent and repeatable fashion;

. Maintained the focus on promoting electronic filing of BSA reports as a way to
enhance speed, economy, and data quality;

. Deployed disaster recovery capability for the BSA E-Filing system to ensure
continuity of system operations for stakeholders in the event of a major outage;

« Launched FinCEN’s first enterprise-wide business transformation and IT
modernization program, based on an effective collaboration of BSA stakeholders and
a rigorous program management framework; and

+ Established a new Program Management Office (PMO), which will create a
disciplined environment in which proven project management principles, tools, and
techniques will be consistently applied across the bureau’s major information
technology initiatives to identify, manage, and mitigate risks.

In FY 2008/2009, FinCEN will accelerate efforts related to the management, use, and

security of BSA information to include:

« Continuing deployment of a disaster recovery capability for critical systems to
minimize or eliminate system downtime in the event of the loss of access or system
use at FINCEN’s primary location;

. Pending final approval by the Secretary of the Treasury, beginning development of the
technological systems required to receive, securely store, analyze and disseminate
cross-border wire transfer data;

« Enhancing project management capabilities and oversight of information technology
projects by expanding Capital Investment Planning, Enterprise Architecture,
Configuration Management, and Change Management controls;

« Beginning to upgrade various technology components to meet the expanded user
population, and increase electronic filing alternatives; and

« Continuing planning efforts and establishing the foundation for future BSA data
management and quality activities.
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Section 2 — Budget Adjustments and Appropriation Language

2.1 — Budget Adjustments Table
Dollars in Thousands

Salaries and Expenses FTE Amount
FY 2008 Enacted 334 $85,844
Maintaining Current Levels (MCLs):
Pay Annualization 300
Pay Inflation Adjustment 861
Non-Pay Inflation Adjustment 981
Initiative Annualization:
Annualization of Project Management Initiative 6 1,337
Transfers In:
Transfer from IRS for BSA E-Filing 1,000
Total FY 2009 Base 340 $90,323
Program Decreases:
Reprioritization of Resources (4) (697)
Information Technology Funding Realignment (3,449)
Program Reinvestment:
BSA Data Management and Analysis 2,897
Program Increases:
Improve BSA Effectiveness/Consistency 5 1,139
Strengthen Global Anti-Money Laundering Efforts 2 865
Increase Physical Security 257
Subtotal FY 2009 Program Changes 3 1,012
Total FY 2009 President's Budget Request 343 $91,335

2A — Budget Increases and Decreases Description

Maintaining Current Levels (MCLS) .....ccccovvevvvienenieiie e +$2,142,000/ +0 FTE
Pay Annualization +$300,000 / +0 FTE
Funds are requested for the FY 2009 cost of the January 2008 pay raise.

Pay Inflation Adjustment +$861,000 / +0 FTE
Funds are requested for the proposed January 2009 pay raise.

Non-Pay Inflation Adjustment +$981,000 / +0 FTE
Funds are requested for non-labor related items such as contracts, travel, supplies,
equipment, and GSA rent adjustments.

Initiative ANNUAlIZAtION .......cccooiiiiiice e +$1,337,000/ +6 FTE
Annualization of Project Management Initiative +$1,337,000 / +6 FTE

These funds will allow FIinCEN to complete implementation of the Project Management
Office (PMO) approved in FY 2008. This annualization provides the remaining funding
for OMB, Treasury and GAO recognized requirements to improve FINCEN's project
management capability for both information technology and non-information technology
projects, which are especially critical at this time of modernization of FinCEN's core IT
systems and functions.

TANSTEIS TN e +$1,000,000/ +0 FTE
Transfer from IRS for BSA E-Filing +$1,000,000/ +0 FTE
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The IRS annually reimburses FInCEN for the cost associated with operations and
maintenance contract supporting the Bank Secrecy Act (BSA) e-filing system which is
administered and controlled by FInCEN. This transfer will provide FInCEN with the
base funding it needs to continue supporting its BSA e-filing system.

Program DECIEASES .....cceeeiiivieiiieeiiie e sitie e -$4,146,000/ -4 FTE
Reprioritization of Resources -$697,000 / -4 FTE

Base reductions were identified as the result of business process efficiencies from
consolidation of administrative responsibilities and reductions in the number of
commercial, financial, and law enforcement database queries due to the automation of the
commercial database and networking functions.

Information Technology Funding Realignment -$3,449,000 / +0 FTE
This program decrease realigns funding from the terminated BSA Direct Retrieval and
Sharing project.

Program ReiNVESIMENT ........cccooveiieiiiie e +$2,897,000/ +0 FTE
BSA Data Management and Analysis +$2,897,000 / +0 FTE

BSA Data Management and Analysis encompasses the data management and quality
activities of FINCEN, including the original objectives from the BSA Direct retrieval and
sharing (R&S) program. Investments in information technology are at the core of
FinCEN's national security mission to make BSA information available for hundreds of
government agencies and international partners to fight terrorism and money laundering.
With this reinvestment, FInCEN will focus resources to improve BSA data quality and
integrity, resulting in expanded utilization of the BSA information.

Program INCrEASES .......cociiiiiiie et +$2,261,000/ +7 FTE
Improve BSA Effectiveness/Consistency +$1,139,000 / +5 FTE

Effective administration of the Bank Secrecy Act (BSA) requires timely exchange of
information, consistent BSA application, and tailored outreach to assist regulated
industries to better target their limited resources. The initiative aims to realize
efficiencies for all entities subject to the regulatory framework. Greater efficiency will
reduce regulatory burden on the financial industry, while at the same time enhancing
effectiveness in providing law enforcement and regulators with information needed to
combat the financing of terrorism and money laundering. Proposed funding will enable
FinCEN to better align regulatory requirements with global risk management strategies
developed by the largest global conglomerates, while also reducing risk-based obligations
on some of the smallest institutions. A significant part of this effort will be to avoid
potential anti-competitive effects through enhanced consistency of application across
different sectors of the financial industry. Some sectors subject to the USA PATRIOT
Act mandate, such as the insurance sector, have yet to be fully brought under the BSA
administration and compliance framework. FInCEN must devote additional resources to
clarifying regulatory requirements to financial industries and leveraging partner
regulatory agencies, including the federal banking agencies, SEC, CFTC, IRS and
various regulators in 50 states covering the banking, securities, insurance, money services
business, and gaming industries. Requested funding will enable FinCEN to tailor present
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and future requirements, expand outreach efforts, and execute information sharing
agreements with and provide related support to additional state regulatory authorities.
Overall, funding will enable FInCEN to increase coordination of regulatory agencies
from 40 to 62 percent of those with jurisdiction over industries covered under the BSA,
while at the same time easing industry compliance obligations by reducing public
reporting and recordkeeping obligation time.

Strengthen Global Anti-Money Laundering Efforts +$865,000 / +2 FTE

FinCEN works with FIUs around the world to intensify international anti-money
laundering collaboration and combat terrorist financing. In recent years, FInCEN,
together with other U.S. agencies, has invested significant resources in the FIUs to
strengthen their investigative and analytical capacity to provide greater information on
money laundering/terrorist financing activities. Additional resources are required to take
further advantage of the FIUs newly expanded and strengthened capacities, including
expanded information exchanges to benefit U.S. law enforcement. The Egmont Group
has grown from 58 foreign FIU members in FY 2001 to an anticipated 106 members by
FY 2008. As aresult, the number of FIU case requests increased 23 percent from FY
2005 to FY 2007, and continued growth is projected. This increased case load has
resulted in a backlog that, without additional resources, will reach 666 by FY 2010, and
has already lengthened the average completion time to 5.5 months, more than five times
the Egmont Group best practices timeframe. Results from FinCEN's 2006 customer
satisfaction survey indicated that almost one-third of FIU respondents were dissatisfied
with the case response time and reflected a desire for FInCEN to conduct more in-depth
research on case requests. FINCEN estimates that approximately 20 percent of FIU case
requests can be improved by conducting more advanced analysis. Additional funding
will allow FinCEN to reduce the FIU case request backlog from 128 in FY 2009 to 4 by
FY 2011, reduce the average completion time to less than one month, and redirect a
portion of resources to expand analytical efforts on applicable FIU cases, beginning with
0 percent in FY 2009 and reaching 20 percent in FY 2011.

Increase Physical Security +$257,000 / +0 FTE

FinCEN will utilize FY 2009 funds to enhance its Physical Security Program to mitigate
vulnerabilities. Currently, FinCEN leases over 240,000 square feet of office space for its
Virginia headquarters location. Presently 440 federal employees and other personnel
have access to this office space. A recent review of FInCEN's physical security
environment by the Federal Protective Service identified security vulnerabilities. This
funding will allow FinCEN to procure additional security equipment to enhance its
Physical Security Program in order to mitigate some of those vulnerabilities.
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2.2 — Operating Levels Table

Dollars in Thousands

Bureau: Salaries and Expenses

FTE

Object Classification:
11.1 - Full-time permanent
11.3 - Other than full-time permanent
11.5 - Other personnel compensation
11.8 - Special personal services payments
12 - Personnel benefits
13 - Benefits for former personnel
21 - Travel and transportation of persons
22 - Transportation of things
23.1 - Rental payments to GSA
23.2 - Rental payments to others
23.3 - Comm, utilities, and misc charges
24 - Printing and reproduction
25 - Other contractual Services
25.1 - Advisory and assistance services
25.2 - Other services

25.3 - Other purchases of goods and services from Govt.

accounts
25.4 - Operation and maintenance of facilities
25.5 - Research and development contracts
25.6 - Medical care
25.7 - Operation and maintenance of equip
25.8 - Subsistence and support of persons
26 - Supplies and materials
31 - Equipment
32 - Land and structures
33 - Investments and loans
41 - Grants, subsidies, and contributions
42 - Insurance claims and indemnities
43 - Interest and dividends
44 - Refunds

Total Budget Authority

Budget Activities:
BSA Administration and Analysis
Regulatory Support Programs
Total Budget Authority

FY 2007 Enacted

326

28,773
284
526

0
7,414
0
1,032
0
4,800
43
996
250

0

522
9,354
9,454

960

0

120
4,908
0

369
3,411
0

O O O oo

$73,216

64,780
8,436
$73,216
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FY 2008
President's
Budget

352

31,531
284
526

0
8,433
0
1,190
0
5,117
1,328
0

400

0
1,815
11,758
12,706

960

0

145
4,815
0

409
4,427

O OO o oo

$85,844

76,889
8,955
$85,844

Cong. Action
including
Recission

[eNeleleNoNoNe oo NoNoNoNo NeNo N

[eNeleleNoNoNoNoNoNolo e Nol

g
o

$0

FY 2008 Enacted
Level

334

31,531
284
526

0
8,433
0
1,190
0
5,117
1,328
0

400

0
1,815
11,758
12,706

960

0

145
4,815
0

409
4,427

O OO o oo

$85,844

76,889
8,955
$85,844

FY 2009
Requested Level

343

33,092
284
526

0
9,030
0
1,216
0
5,343
70
1,364
450

0
1,815
13,136
14,198

960
0
153
5,003
0
444
4,251

O OO o oo

$91,335

82,157
9,178
$91,335



2.3 — Appropriations Detail Table
Dollars in Thousands

FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE AMOUNT

New Appropriated Resources:

BSA Administration and Analysis 302  $61,386 326  $64,780 334  $76,889 343  $82,157 2.69% 6.85%

Regulatory Support Programs 7,924 8,436 8,955 9,178
Subtotal New Appropriated Resources 302  $69,310 326  $73,216 334  $85844 343  $91,335

Other Resources:

Offsetting Collections - Reimbursable 1,960 2,600 5,251 5,251
Available multi-year/no-year funds 5,872 9,418 7,343 2,500
Transfers In/Out 225 225 225 225
Subtotal Other Resources 0 $8,057 0 $12243 0 $12819 0 $7,976

2.49%
2.69% 6.40%

0.00%
-65.95%

-37.78%

2B — Appropriations Language and Explanation of Changes

Appropriations Language

Explanation of Changes

DEPARTMENT OF THE TREASURY
FINANCIAL CRIMES ENFORCEMENT NETWORK

Federal Funds
SALARIES AND EXPENSES:

For necessary expenses of the Financial Crimes
Enforcement Network, including hire of passenger motor
vehicles; travel and training expenses of non-Federal and
foreign government personnel to attend meetings and
training concerned with domestic and foreign financial
intelligence activities, law enforcement, and financial
regulation; not to exceed $14,000 for official reception and
representation expenses; and for assistance to Federal law
enforcement agencies, with or without reimbursement,
[$85,844,000] $91,335,000 of which not to exceed
$16,340,000 shall remain available until September 30,
[2010] 2011; and of which [$8,955,000] $9,178,000 shall
remain available until September 30, [2009] 2010:
Provided, that funds appropriated in this account may be
used to procure personal services contracts.

2C — Legislative Proposals

FinCEN does not have any legislative proposals for FY 2009.
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Section 3 — Budget and Performance Plan

This table lists all FY 2009 resources by strategic goal, objective and outcome outlined in
the FY 2007-2012 Treasury Department Strategic Plan. The Treasury Strategic Plan is a
corporate level plan for the Department that provides a description of what the agency
intends to accomplish over the next five years.

For detailed information about the FY 2007-2012 Treasury Strategic Plan, please go to:
http://www.treas.gov/offices/management/budget/strategic-plan/

3.1 — Budget by Strategic Outcome
Dollars in Thousands

TREASURY Strategic Outcome FY 2008 FY 2009 Percent
Enacted Request Change
AMOUNT AMOUNT AMOUNT
U.S. & intl financial sys 91,095 96,586 6.0%
Total $91,095 $96,586 6.0%

3A - BSA Administration and Analysis ($82,157,000 from direct appropriations and
$5,251,000 from reimbursable programs): This activity comprises FinCEN’s efforts to
administer the BSA, including promulgating regulations, providing outreach and issuing
guidance to the regulated industries, providing oversight of BSA compliance, initiating
enforcement actions, and, with the IRS, managing the information filed by the regulated
industries, as well as analytic activities. Internationally, FInCEN promotes the
development of anti-money laundering regimes through training and technical assistance.
Analytical programs include support to U.S. law enforcement and international FIUs in
combating financial crime by facilitating the exchange of investigative information;
identifying foreign and domestic money laundering and terrorist financing trends,
patterns, and techniques; and liaison with and support of intelligence initiatives within the
intelligence community and within Treasury. This activity also incorporates efforts to
support large-scale, complex law enforcement investigations involving terrorist
financing, money laundering, and other financial crimes.

FinCEN works closely with federal and state regulatory agencies that examine financial
institutions for BSA compliance to ensure consistency across regulated industries.
Through these efforts and direct outreach, FINCEN also assists regulated financial
institutions in establishing risk-based anti-money laundering programs with appropriate
policies, procedures, and internal controls and maintaining certain records and filing
reports on certain types of financial activity pursuant to the BSA. As appropriate,
FinCEN investigates alleged violations by financial institutions, issues letters of caution
or warning, and seeks injunctions; additionally, when required, FInCEN imposes civil
monetary penalties for egregious BSA violations, typically in conjunction with partner
federal and state agencies.
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In the global arena, FINCEN’s activities include: supporting international initiatives to
educate other jurisdictions about the BSA regulatory regime; working to establish
international anti-money laundering/counter-terrorist financing regulatory standards and
norms; and improving the expertise and capabilities of personnel with anti-money
laundering/counter-terrorist financing missions.

FinCEN supports law enforcement agencies, intelligence agencies, and foreign FIUs
investigating financial crimes by providing specialized and unique analysis of BSA data
along with information from law enforcement, intelligence, and commercial sources.
FinCEN’s analysis also supports regulatory and other policy decisions. The analysis
includes development of threat assessments, industry reports, and technical guides
describing financial transaction mechanisms. Additionally, FInCEN identifies
individuals and networks involved in suspicious financial activity, referring that
information to appropriate law enforcement agencies.

As administrator of the BSA, FINCEN must ensure the effective management,
accessibility, dissemination, and use of the highly sensitive confidential information
collected under the Act. FInCEN provides direct access to BSA information to
authorized law enforcement, regulatory, and intelligence agencies. FInCEN will continue
to integrate and modernize the various components of the BSA data collection and
sharing systems. These efforts include upgrading the BSA E-Filing system to provide a
more robust collection function, improving the quality of BSA data by preventing the
omission of critical information, validating the information collected, and upgrading the
BSA analytical tools used by FInCEN analysts.

Other Resources: Offsetting collections and reimbursements totaling $5,251,000 are
collected to support joint activities with other agencies such as the Department of State
for technical assistance provided to foreign countries and Treasury Forfeiture Fund for
special projects to support law enforcement.

3.2.1 - BSA Administration and Analysis Budget and Performance Plan

Appropriated Resources $71,922 $64,458 $64,780 $76,889 $82,157
Reimbursable Resources $1,195 $4,473 $1,541 $5,251 $5,251
Total Resources $73,117 $68,931 $66,321 $82,140 $87,408

Budget Activity Total $73,117 $68,931 $66,321 $82,140 $87,408
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BSA Administration and Analysis Budget

Activity
Measure FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Actual Actual Actual Target Target
Average time to process enforcement matters 1 1 1 1 1
(in Years) (E)
Percentage of Regulatory Resource Center % 94.00% 91.00% 90.00% 90.00%

Customers rating the guidance received as

understandable

Percentage of bank examinations conducted % % 5.20% 5.20% 5.20%
by the Federal Banking Agencies indicating a

systemic failure of the anti-money laundering

program rule.

Percentage of customers finding FInNCEN€s % % 82.00% 79.00% 80.00%
analytic reports highly valuable.

Percentage of customers satisfied with the % 92.00% 94.00% 90.00% 90.00%
BSA E-Filing (Oe)

Number of federal and state regulatory 41 48 50 52 59

agencies with which FinCEN has concluded

memoranda of understanding/information

sharing agreements.

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance

In the regulatory area, FinCEN achieved its FY 2007 targets related to increasing
compliance oversight through establishment of information sharing MOUs with
regulators and the Regulatory Resource Center customer satisfaction rating. FinCEN also
established a baseline for a new performance measure relating to industry compliance for
depository institutions.

FinCEN continues to increase activities to monitor financial institutions examined for
BSA compliance by state and federal regulators through the establishment of MOUSs to
exchange compliance information with regulators. In FY 2007, FinCEN executed two
additional such agreements and has met its FY 2007 target of 50. With the resources
requested in FY 2009, FinCEN can increase the number of compliance MOUs to 59, with
an ultimate goal of 73 by 2011. These information exchanges help ensure effective
application of the BSA regulations across all regulated financial service industries by
providing vital compliance data across all industries subject to BSA regulations.

FinCEN works closely with its regulatory partners to take enforcement action against
institutions that systemically and egregiously violate the provisions of the BSA, including
through imposition of civil money penalties in appropriate matters. Timely enforcement
action communicates urgency to financial institutions, and is paramount to deterring non-
compliance. In FY 2007, FInCEN experienced a slight increase in the average processing
time, exceeding the 1.0 year average by 21 days, resulting in an average of 1.1 years.
This was the result of two enforcement cases that closed in the fourth quarter of FY 2007
after abnormally long periods of time. Each of those enforcement actions was taken on a
joint/concurrent basis with both the Department of Justice and the respective financial
supervisor(s), which also had to complete their respective investigations. Moreover, the
process of coordination with other interested government authorities, which itself is a
Departmental priority, will often require longer time periods than unilateral actions. As
such, the time periods of these two cases were outliers, and FINCEN will reconsider in the
future whether the processing time target is appropriate for joint enforcement actions.
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FIinCEN established an FY 2006 baseline of 94 percent of Regulatory Resource Center
customers rating regulatory guidance received as understandable, and a target of
maintaining at least a 90 percent level in FY 2009. In FY 2007, FinCEN met its target
with 91 percent rating the guidance received as understandable. Providing
understandable guidance to financial institutions is critical to their establishing anti-
money laundering programs that comply appropriately with the BSA.

FinCEN established a baseline for the new performance measure “percentage of bank
examinations conducted by federal banking agencies indicating a systemic anti-money
laundering program failure” in FY 2007. This measure provides an indicator to FInCEN
of trends in regulatory compliance and examination efforts. FINCEN will continue to
work toward developing additional improved outcome measures to address the impact of
program activities on preventing the misuse of the financial system by those engaged in
illicit activities.

In the analytical area, FInCEN supports domestic law enforcement and international FIU
partners by providing analyses of BSA information, and measures the percentage of
customers finding FinCEN’s analytic reports highly valuable, as well as progress toward
achieving the bureau’s long term goal of increasing the percentage of advanced analytical
products produced by FInCEN analysts.

In FY 2006, FinCEN revised its value of analytical products measure to more accurately
target its disparate audiences as well as its different products. The reformulated measure
more closely ties to how BSA information is used by law enforcement, regulators and
international partners to identify, investigate, and prevent abuse of the financial system.
In FY 2007, FinCEN surpassed its target of 78 percent with 82 percent of its customers
finding the analytic products highly valuable.

FinCEN has also reevaluated its long term goals for increasing the percentage of
advanced analytical products and revised the methodology based on the increased support
provided to foreign FIU counterparts. FinCEN found that continuing to measure the
percentage of complex analytic products in the manner originally developed will result in
an apparent decrease in complexity beginning in FY 2007. The reason for this is the
significant projected increases of FIU cases. Since FIUs are prohibited from receiving
direct access to BSA information, FInCEN performs the required research and analysis
on these cases. The significant projected increase in the number of FIU cases, which are
non-discretionary and non-complex, skews the complexity measure. FINCEN originally
projected a target of 50 percent in FY 2007 and a sustained rate of 75 percent complexity
by FY 2008. The goal for FY 2009, with the additional resources requested, is to achieve
50 percent, with an ultimate long-term goal of 70 percent by 2011.

In the management, use, and security of BSA information, FInCEN conducted a baseline
survey of the users of the BSA E-Filing system to determine the overall satisfaction level
and to identify where improvements are needed. The FY 2007 target was to maintain at
least a 90 percent satisfaction level. In FY 2007, FInCEN exceeded its target with 94
percent of respondents being satisfied with the BSA E-Filing system. This measure ties
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to the FInCEN goal of enhanced management, use, and security of BSA information.

The information and the technology used to facilitate analysis are at the core of FINCEN’s
mission to deter and detect criminal activity, and safeguard financial systems from abuse
by promoting transparency in the U.S. and international financial systems. FinCEN will
continue to satisfy E-filing customer expected service levels with at least a 90 percent
satisfaction level in FY 2009. FinCEN developed a survey to further assess customer
satisfaction by authorized law enforcement, regulatory, and intelligence agencies that
directly access BSA information. The 2007 survey result of 74 percent establishes the
baseline for this measure.

3B — Regulatory Support Programs ($9,178,000 from direct appropriations): This
activity supports implementation, strengthening and clarification of the programmatic
(anti-money laundering, Customer Identification Program, and suspicious activity
reporting), recordkeeping, and reporting requirements of the BSA for financial
institutions subject to those requirements. FInCEN will continue efforts with the IRS,
especially related to the money services business (MSB) industry to ensure compliance,
respond to public inquiries, distribute forms and publications, and support collection and
maintenance of BSA information. This may include enhancing the capability to correct
identified data quality issues, enhance electronic filing, potentially explore overall forms
design, and other related enhancements to the BSA collection and dissemination systems.
These resources also fund IRS BSA compliance activities for non-bank financial
institutions, especially related to the money services business industry.

3.2.2 — Regulatory Support Programs Budget and Performance Plan

Appropriated Resources $0 $8,436 $8,436 $8,955 $9,178
Reimbursable Resources $0 $0 $0 $0 $0
Total Resources $0 $8,436 $8,436 $8,955 $9,178

Budget Activity Total $8,436 $8,436 $8,955

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance.
FinCEN achieved the following quantifiable results in FY 2007 and plans to enhance
these results with the FY 2009 funding requested above:

Increased the number of registered MSBs to 38,379 as of December 19, 2007.
FinCEN plans to maintain or exceed this level by FY 2009;

Continue to analyze SARs on a monthly basis for indications of possible unregistered
MSBs, coordinating with law enforcement and state regulatory agencies on
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appropriate outreach, and continue efforts to educate MSBs regarding requirements for
registration by publishing guidance and participating in industry outreach events.
From September 2002 through August 2007, 4,770 individuals/entities suspected of
being engaged in unregistered MSB activity have been identified through a review of
SAR:s filed by depository institutions; and

« Continue to investigate methods for measuring the extent of BSA compliance among
MSB:s.

For detailed information about each performance measure, including definition,
verification and validation, please go to:
http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml
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Section 4 — Supporting Materials

4A — Human Capital Strategy Description

FinCEN?’s strategic human capital objective to attract, develop and retain a high-
performing diverse workforce includes efforts to improve workforce planning and
deployment, leadership and knowledge management, establish a results-oriented
performance culture, promote diversity, recruit and retain a talented workforce, and
improve accountability.

The FINCEN FY 2008-2012 Strategic Plan includes areas that require employees with
enhanced skills. Additionally, the Strategic Plan has a management goal of a properly
staffed and fully developed organization capable of providing the highest quality public
service.

In terms of competitive sourcing, FINCEN submitted its FY 2007 FAIR Act Inventory to
the Department in April 2007, and continues to rely upon the private sector to perform
commercial activities, especially in the information technology environment.

FinCEN recently completed several organizational realignments throughout the bureau to
more closely align functions and support the mission of the organization. For example,
FinCEN’s regulatory division has established an office to provide outreach to institutions
that are subject to the BSA programmatic, recordkeeping, and reporting requirements.
Additionally, the information technology division is establishing a customer service
center that provides FINCEN employees with the support to better serve external
customers.

FinCEN leaders and managers effectively manage people and sustain a learning
environment that drives continuous improvement in performance. In FY 2007, FinCEN
continued its aggressive training strategy for managers and trained the majority of
managers in executive leadership competencies. In addition, seven employees
participated in government-sponsored leadership development programs.

FinCEN estimates that 25 percent of the current workforce will be eligible for retirement
between now and FY 2011. To confront this management challenge, the bureau is
emphasizing leadership development activities at all levels. In FY 2007, FinCEN leaders
participated in a competency assessment that resulted in the development of a bureau
leadership competency model. That model defines what FInCEN values in its leaders and
identified the critical competencies required to be successful, and formed the basis for
FinCEN’s Leadership Development Program. FinCEN will focus initial development
efforts on three of the eight competencies included in the Leadership Competency Model:
Managing Change, Communicating Effectively, and Developing Others. Components of
the Leadership Effectiveness through Active Development (LEAD) program will include
an annual skills assessment, a minimum of 24 hours of leadership/management training
each year, books and journal articles, and a curriculum for high potentials. In March
2007, FinCEN initiated a monthly newsletter entitled “SMART” (Stimulate Managers’
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Reflective Thinking); this newsletter highlights articles that discuss the latest, most
innovative thinking on leadership and leadership development. As part of leadership
development, FINCEN offered “Leadership Skills for Non-Supervisors” training to 40
employees.

In order to create a results-oriented, high performing workforce, FInCEN abolished the
pass/fail performance system in FY 2005 and established a new five-tier performance
management system. The new performance system requires that each employee be
placed on performance standards that include three individual commitments linked
directly to the strategic plan. The new performance system allows managers to
differentiate performance levels among employees and hold employees accountable for
meeting specified performance goals and targets. In addition, each employee is also
placed on an annual Individual Development Plan to identify areas for further growth and
development.

Subsequently, FInCEN implemented the Awards and Recognition Program, including the
Director’s Awards and Recognition Program. In FY 2006, 67.5 percent of the workforce
was rated above the fully successful level and were appropriately recognized, while 1.3
percent was rated below fully successful and appropriate remedial actions were taken.

FinCEN completed several efforts to ensure a diverse workforce is maintained. Major
efforts are listed below:
. Continued participation in the Treasury Diversity Council and its support group;
« Maintained a Diversity Advisory Committee; and
« Continued a mandatory Equal Employment Opportunity (EEO)/Diversity element
in all supervisory performance plans to address EEO principles, workplace
conflict, supporting EEO plans and diversity hiring requirements.

FinCEN is committed to developing defined paths for career progression, mentoring and
coaching programs to identify and grow talent, and enhancing the skills of existing
employees. In FY 2007, FinCEN’s Information Technology (IT) Specialists participated
in the IT Workforce Capability Assessment. Results of that assessment determined the
specialized skills training for FINCEN’s IT Specialists. FInCEN conducted a skills gap
assessment for its mission critical Intelligence Research Specialists. Results of that
assessment will target training needs for the remainder of the fiscal year. FInCEN will
also complete similar skills gap assessments for its mission critical Regulatory Specialists
and Law Enforcement Liaison Specialists in FY 2008. In FY 2007, specialized training
was provided on improving job performance in these occupations. FINCEN’s leadership
actively encourages employees to take advantage of available training opportunities.

Additionally, FinCEN took advantage of various hiring authorities and flexibilities within
the last year. For example, in FY 2007, four students were hired under the Student
Temporary Employment Program (STEP); 16 in FY 2006, and 10 in FY 2005. In FY
2007, two students were hired under the Student Career Employment Program (SCEP).
FinCEN utilized both the Veterans Employment Opportunity Act (VEOA) and the
Veteran Rehabilitation Act (VRA) by making two appointments over the past two years.
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As reported in the Quarterly Hiring Timeline Report over the last four quarters, FInCEN
averaged 40.25 days, which is under the 45 day hiring timeframe.

Results from the 2006 Federal Human Capital Survey indicated that 80 percent of
FInCEN employees know how their work relates to the agency’s goals and priorities and
76 percent feel that they are held accountable for achieving results. FInCEN continues to
clearly show distinctions of and consequences in levels of performance. FinCEN is
following up on some issues from the latest Federal Human Capital Survey to identify
ways to increase scores by improving employee satisfaction. FINCEN continues to
review the performance management system to identify areas for improvement.
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4.1 - Summary of IT Resources Table
Dollars in Thousands
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4B - Information Technology Strategy

Information and the technology used to facilitate its analysis are at the core of FINCEN’s
mission to deter and detect criminal activity, and safeguard financial systems from abuse
by promoting transparency in the U.S. and international financial systems. However,
FinCEN is currently facing a critical need to improve the quality and accessibility of its
data and increase responsiveness to stakeholders by introducing flexible and innovative
technical solutions.

In 2006, the number of BSA reports filed rose by 12 percent to approximately 17.6
million, with more than one million SARs for all covered industries. FINCEN recognizes
the enormous obligation on one of its critical stakeholders—regulated financial
institutions. Feedback from financial institutions, obtained through a recent survey on e-
filing, indicated that FinCEN needs to streamline how it captures information through the
various forms and simplify means to submit information.

Based on the growing need to reduce the obligation on the financial institutions while
increasing the quality and timeliness of the information provided to the bureau’s
stakeholders, FINCEN has launched an information technology modernization vision and
transition strategy (IT Modernization V&S). This strategy spans all of the bureau’s lines
of business and will serve as the organization’s roadmap for aligning its IT portfolio with
its business objectives and processes.

Over the last several months, the integrated team dedicated to this initiative has
documented the current business operating model and future business transformation
goals and objectives, identified capability gaps, and created an actionable, five-year
enterprise transition strategy with near-term (0-2 years) and long-term (3-5 years)
business process reengineering and IT initiatives.

As a result of the IT Modernization V&S effort, FINCEN has developed its five-year
strategic vision, which focuses on two keys aspects—information management and
analysis, and stakeholder relations and collaboration. By establishing an enterprise-wide
information management and analysis framework, FInCEN will be equipped with better
decision-making ability and control of BSA data collection and processing, as well as
improved data quality and integrity. FIinCEN also envisions implementing emerging
technology that provides the capability to securely manage stakeholder contact
information and provide a proactive mechanism to identify stakeholder needs and
continuously improve customer service.

As next steps, FINCEN will use the results of the IT Modernization V&S effort to develop
a new IT Strategic Plan (to be released in FY 2008) and realign its IT initiative portfolio
by enhancing existing systems and introducing proven shared services and infrastructure.
In addition, as FINCEN moves forward, it will continue to collaborate with the IRS on
how best to partner on new technologies and explore opportunities that reduce the overall
cost to the Department, while still meeting the needs of its various stakeholders.



This five-year IT Modernization V&S supports FINCEN’s goal to enhance the
management, use and accessibility of BSA information and the Department’s goal to
prevent terrorism and promote the nation’s security through strengthened international
financial systems. Specifically, by increasing the timeliness and quality of the BSA
information, FINCEN will enable stakeholders to more quickly identify terrorist and
criminal threats.
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4.2 - PART Evaluation Table

PART Name: Bank Secrecy Act Data Collection, Retrieval and Sharing
Year PARTed: 2005
Rating: Moderately Effective

OMB Major Findings/Recommendations

The program has long-term performance measures that focus on the program’s
purpose and strategic goals, but more work is needed to measure data quality.

Federal Managers are held accountable for cost, schedule and performance
results. However, some activities are managed by another entity and are outside
the scope of the performance measures.

The program can show improved efficiencies and cost effectiveness for collecting
and sharing data. The program has been able to show substantial increases in the
number of users directly accessing data, and the share of filings submitted
electronically.

Bureau Actions Planned or Underway

FinCEN created a measure and targets to track the number of top 650 filers who
file reports electronically. FInCEN will continue to monitor the progress and
tracking of this measure and identify where improvements can be made. This will
be a critical project as this measure is linked to the long-term E-Filing goals.

FinCEN will survey BSA users to systematically find out if users are receiving
the information they need in a timely manner, if the information they are
receiving is helpful, and if there are any problems with the information, format,
etc. A survey of BSA E-Filers was completed, and FInCEN began surveying the
Secure Outreach and WebCBRS users. FINCEN plans to examine both surveys
and determine appropriate improvements.

FinCEN has taken steps to create a performance measure to measure the quality
of information provided on Suspicious Activity Reports. In FY 2006, FinCEN
established a measure, including a target rate, that tracks the critical field
omission rate of E-Filed SARs to measure the quality of information provided on
SARs. FinCEN will continue to monitor duplicate SAR data for filers with
systemic duplicate filings, implement established referral procedures on all filers
with systemic omission rate problems, and monitor future duplicate SAR data to
verify referred institutions have corrected their systemic problems.

Increase the quality of BSA data by correcting data quality issues. In FY 2007,

FinCEN, in collaboration with IRS, initiated a BSA Data Management framework
process to increase the quality of BSA data. This initiative identified issues that
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affect the quality of BSA data, which were prioritized. FInCEN and IRS have
established a process for updating and tracking these issues. In FY 2008, FinCEN
and IRS plan to implement a minimum of two releases of system changes to
address between 20 percent — 25 percent of the issues prioritized as of July 2007.
FinCEN and IRS will meet quarterly to review their progress toward improving
BSA data quality. FInCEN will also evaluate the BSA Information framework
process established to measure the overall progress and identify ways to simplify
or improve the process.

FinCEN will look at ways to reduce filing burden on the financial community,
including streamlining reporting obligations and increasing feedback and notices
to filers. Progress will be tracked and reported to stakeholders/published by
FinCEN.

FinCEN will work with stakeholders, through a formal partnership established in
2007, to identify additional steps on how to increase efficiency in completing and
filing required reports. In order to highlight and track progress, FINCEN will
quantify and publish the reduction in filing burden.
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PART Name: Bank Secrecy Act (BSA) Analysis
Year PARTed: FY 2006

Rating:

Adequate

OMB Major Findings/Recommendations

FinCEN currently administers a survey to its customers to evaluate the impact and
usefulness of its analytic products. The response rate for 2006 was significantly
increased for financial institutions and foreign intelligence units (FIUs), but more
work is needed to increase the response rate for domestic law enforcement
customers.

FinCEN currently administers a survey to its customers to evaluate the impact and
usefulness of its analytic reports, but more work is needed to develop a method
for better assessing the law enforcement impact of FInCEN’s analytic products.

FinCEN has developed plans to expand the percentage of advanced analytic
products that it produces, but significant effort will be required to achieve its
long-term target of 75 percent in FY 2008. FIinCEN has increased the percentage
of advanced analytic products from 1.6 percent in FY 2004 to 39 percent in FY
2006.

Bureau Actions Planned or Underway

Developing a plan to improve the survey response rate from domestic law
enforcement. FINCEN has devised a plan to improve its survey response rate and
will continue to monitor the response rates and make adjustments as necessary.

Evaluating the feasibility of better assessing law enforcement impact of FInCEN's
products. During FY 2007, FinCEN took numerous steps, including meeting with
internal and external stakeholders, to evaluate the options for better assessing the
law enforcement impact related to the utility of BSA data. In FY 2008, based on
the information collected, FINCEN will draft a recommendation on the next steps
to implement a process to collect information that would quantify the impact of
utilization of BSA data to law enforcement.

Developing measures of the impact of FINCEN's efforts to strengthen anti-terrorist
financing and anti-money laundering programs worldwide. In FY 2007, FinCEN
determined that an annual customer survey would be the most appropriate
mechanism for measuring the impact of FinCEN's efforts to strengthen anti-
terrorist financing and anti-money laundering programs worldwide. In the
remainder of FY 2007, FinCEN: identified international liaison activities that
could be utilized to measure impact, drafted a survey to solicit customer input,
and created a database to capture requisite contact information for potential
respondents. In FY 2008, FInCEN will administer the survey and review and
analyze the response rate.

FinCEN - 25



PART Name: Bank Secrecy Act (BSA) Administration
Year PARTed: 2006
Rating: Results Not Demonstrated

OMB Major Findings/Recommendations

Questions have been raised concerning compliance and burden issues relating to
the regulations FINCEN issues, and more time is needed to examine the costs and
benefits of the reporting requirements.

Although FInCEN has made progress in executing memoranda of understanding
(MOUs) governing the exchange of information with federal and state regulatory
agencies, additional time is needed to ensure BSA compliance in more vulnerable
industries, particularly the money services business industry.

The program has annual performance measures that focus on the implementation
of the BSA, such as the number of MOUs that have been entered into, but more
work is needed to measure the impact of program activities on preventing the
misuse of the financial system by those engaged in illicit activities.

Bureau Actions Planned or Underway

Expanding outreach efforts to certain targeted industries to augment their
understanding of the value of BSA data. FIinCEN has developed a BSA value
presentation for standard outreach presentations and training sessions targeted
toward depository institutions presented by FINCEN. In FY 2008, FinCEN will
continue including the BSA value presentation in standard outreach presentations,
with a focus on expanding use of presentations to involve other covered
industries.

Developing a long-range plan to expand compliance oversight and reporting by
state regulators for newly covered industries. FINCEN is currently in discussions
with the IRS, the federal banking agencies, and state regulatory agencies and their
associations to develop a long-range plan for compliance oversight over the
money services business industry.

Developing measures of the impact of program activities on preventing the
misuse of the financial system by those engaged in illicit activities. In FY 2007,
FinCEN developed a working group to examine options and data available to
create a meaningful performance measure to assess the impact of project activities
on preventing the misuse of the financial system by those engaged in illicit
activities and determined a survey of its regulatory partners will best capture the
performance. In FY 2008, FinCEN will develop and conduct the survey and
establish a baseline and future targets.
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« FInCEN will meet with staff from the Office of Information and Regulatory
Policy (OIRA) to discuss the tools and methods they employ when making
cost/benefit decisions related to regulations.

For a complete list of PART results visit the following website:
http://www.whitehouse.gov/omb/expectmore/all.html
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Alcohol and Tobacco Tax and Trade Bureau

Mission Statement

To collect alcohol, tobacco, firearms, and ammunition excise taxes that are rightfully due;
to protect the public from adulterated product, and misleading or confusing marketing;
and to assist industry members to understand and comply with Federal tax and regulatory
requirements.

Program Summary by Budget Activity
Dollars in Thousands

Appropriation FY 2007 FY 2008 FY 2009
Salaries and Expenses Enacted Enacted Request $ Change % Change
Collect the Revenue $46,215 $47,693 $49,420 $1,727 3.62%
Protect the Public 44,403 45,822 47,480 1,658 3.62%
Total Appropriated Resources $90,618 $93,515 $96,900 $3,385 3.62%
Total FTE 544 544 525 (19) -3.49%

FY 2009 Priorities

e Collect roughly $15 billion in excise taxes rightfully due to the federal government;

e Process permit applications that allow for the commencement of new alcohol and
tobacco businesses;

e Process applications for certificate of label approval required to introduce alcohol
beverage products into the marketplace;

e Conduct criminal investigations to effectively administer the Internal Revenue Code
and Federal Alcohol Administration Act provisions with the objective to minimize
tax fraud and diversion risks;

e Complete audits of large and at risk taxpayers who pay federal excise taxes;

e Conduct field investigations of alcohol and tobacco industry members regarding
permit applications, consumer complaints, Federal Alcohol Administration Act trade
practice violations, tax fraud, and alcohol beverage product integrity verifications.

e Refresh information technology infrastructure to ensure technology is operating to
support the tax collection and regulatory functions; and

e Promote e-filing of industry member data, including taxpayer operational reports and
tax returns, as well as certificate of label approval applications.
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Section 1 — Purpose

1A - Description of Bureau Vision and Priorities

The Alcohol and Tobacco Tax and Trade Bureau (TTB) serves as the nation’s primary
federal authority in the regulation of the alcohol and tobacco industries. TTB is
responsible for the administration and enforcement of federal law, namely those sections
of the Internal Revenue Code of 1986 associated with the collection of excise taxes on
alcohol, tobacco, firearms and ammunition; and the Federal Alcohol Administration Act,
which provides for the regulation of those engaged in the alcohol beverage industry and
the protection of consumers of alcohol beverages.

In Fiscal Year (FY) 2009, TTB will continue to focus efforts on helping industry
members comply with alcohol, tobacco, firearms and ammunition laws and regulations,
thus ensuring that all the appropriate excise taxes are collected and that alcohol beverages
meet federal production, labeling, advertising and marketing requirements.

TTB’s priorities are directly linked to the following key strategic objectives:
e Collect all the Revenue that is rightfully due:
= Through partnership with industry, states, and other federal agencies, develop
alternative methods of promoting voluntary tax compliance;
= Ensure correct payment of taxes focusing on audit of “major” and “at-risk”
taxpayers;
= Account accurately for the revenue assessed and collected:;
= Reduce the taxpayer paperwork burden associated with collection of the revenue
by creating alternative electronic filing methods;
= Ensure consistent tax administration; and
= Prevent tax evasion and identify other criminal conduct in the regulated
industries, including diversion and smuggling of taxable commodities.
e Protect the Public through education, inspection, and investigation:
= Ensure the integrity of the products, people, and companies in the alcohol
beverage marketplace;
= Enforce compliance with federal laws related to the issuance of permits to
industry members and the production, labeling, advertising, and marketing of
alcohol products;
= Utilize electronic government to reduce taxpayer burden and improve service with
online filing for permit applications and formula submissions, business activity
reports, claims, applications, certificate of label approval, and other forms;
= Perform appropriate testing, laboratory analyses, and review documents of
regulated commodities to ensure product safety and integrity;
= Review and act on labels and formulas for domestic and imported beverage
alcohol products and maintain public access to approved certificate of label
approval (COLA);
= Respond to industry and consumer complaints;
= Investigate product contamination and adulteration incidents or allegations;
= |nvestigate violations concerning unfair trade practices, labeling, and advertising
in the beverage alcohol industry; and
= Regulate the international import/export trade in beverage and industrial alcohol.
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The total resources required to support TTB activities for FY 2009 are $99,768,000
including $96,900,000 from direct appropriations and $2,868,000 from offsetting
collections, mainly from the Puerto Rico cover-over program.

1B - Program History and Future Outlook

Program History - TTB has two primary activities that focus on collecting all the
revenue rightfully due and ensuring products meet regulatory standards.

Collect the Revenue - This activity collects alcohol, tobacco, firearms, and ammunition
excise taxes. These products generate nearly $15 billion in tax revenue annually, making
TTB the third largest tax collection agency in the federal government.

The excise taxes collected by TTB come from approximately 8,500 businesses, and the
taxes are imposed and collected at the producer and importer level of operations.
Members of the regulated industries paying excise taxes are distilleries, breweries,
bonded wineries, bonded wine cellars, manufacturers of cigarette tubes, manufacturers of
tobacco products, and manufacturers and importers of firearms and ammunition. About
200 of the largest taxpayers account for 98 percent of the annual excise tax collected. In
FY 2007, the majority of taxes collected were from tobacco (49 percent) and alcohol

(49 percent), with the remainder from firearms and ammunition (2 percent).

Strategies used to collect the revenue rightfully due focus on identifying any gaps in tax
payment, any illegal entities, individuals operating outside the excise tax system,
developing a balanced field approach of audits and investigations that targets non-
compliant industry members, and establishing an identifiable presence within the industry
that encourages voluntary compliance. Alcohol and tobacco taxes collected by TTB are
remitted to the Department of the Treasury General Fund. Firearms and ammunition
excise taxes are remitted to the Fish and Wildlife Restoration Fund under provisions of
the Pittman-Robertson Act of 1937.

The investments in this activity resulted in the following performance highlights and
accomplishments during FY 2007:

e Collected $14.7 billion in excise taxes, interest, and other revenues from alcohol,
tobacco, firearms, and ammunition industries.

e Expanded the e-filing program to allow all excise taxpayers to file and pay taxes and
file monthly operational reports electronically through the Pay.Gov system. In
FY 2007, 98 percent of TTB’s tax receipts were collected electronically.

e Improved voluntary compliance — 75 percent of taxpayers filed payments on or before
the scheduled due date.

e Processed $459 million in cover-over payments to Puerto Rico and $8 million to the
Virgin Islands. Federal excise taxes collected on all imported rum and on rum
produced in Puerto Rico and the Virgin Islands and subsequently brought into the
United States are “covered-over” (or paid into) the treasuries of Puerto Rico and the
Virgin Islands.

e Processed $336 million in drawback claims. Under current law, persons who use
non-beverage alcohol in the manufacture of medicines, food products, flavors,
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extracts, or perfume and other non-potable products may be eligible to claim
drawback of excise taxes paid on distilled spirits used in their products. The TTB
laboratory analyzes and approves a product formula before a company can
manufacture a product and file a claim. The Non-Beverage Products Lab completed
7,300 non-beverage drawback formulas and 1,623 specially denatured alcohol
formulas.

e Laboratories analyzed a total of 2,000 beverage alcohol samples for product integrity,
pre-import analysis, and IRC section 5010-tax credit determination. TTB also
analyzed 152 tobacco product samples for tax classification. TTB laboratories review
formulations or analyze alcohol and tobacco products to ensure compliance with TTB
tax and classification regulations.

e Rulemaking initiatives included new regulatory guidance on the tax classification of
cigars and cigarettes. The regulatory changes seek to provide industry with clearer
and more objective classification criteria for tobacco products in order to reduce the
risks of misclassification of cigarettes as little cigars. This regulatory change is in the
comment and analysis stage.

This table displays the amount of federal excise tax collections at the bureau from
FY 2003 — 2007 by revenue type.

Revenue Type 2003 | 2004 I 2005 | 2006 2007

Alcohol

Tobacco

Firearms Ammunition Mfg

Special Occupational Taxes 1/
TOTALS

$6,857,456,528
$7,435,494,644
$193,414,143
$102,178,604

$6,989,010,058
$7,440,206,609
$216,005,637
$100,573,837

$7,075,430,170
$7,408,285,850
$225,817,132
$10,189,069

$7,183,043,493
$7,350,594,192
$249,577,917
$2,895,164

$7,232,154,000
$7,194,097,000
$287,835,000
$2,808,000

$14,588,543,918

$14,745,796,141

$14,719,722,221

$14,786,110,766

$14,716,894,000

1/ Special Occupational Taxes (SOT) were suspended on most alcohol taxpayers, effective July 1, 2005 and repealed for all alcohol taxpayers
effective July 1, 2008. However, the SOT relating to tobacco permittees (manufacturers, importers, and export warehouses) remained intact.

Economic Impact and Tax Collections from the Alcohol Industry

Studies of the wine," distilled spirits,? and beer industries * disclosed that the annual
economic impact from those businesses on the U.S. domestic economy is rapidly
approaching $500 billion (Wine - $162 billion; Beer - $189 billion; and Distilled Spirits -
$103 billion) and represents 3 to 4 percent of the GNP. The alcohol beverage industry in
the United States pays over $7 billion in federal excise taxes each year and also
contributes tax revenues for state and local governments. Economic forecasts predict
continued modest growth in the alcohol industry, and taxes collected on alcoholic
beverages are expected to continue to rise throughout the period FY 2007 — FY 2009.
TTB envisions that in the next few years the increase in new alcohol businesses will be
most prominent in the number of new alcohol fuel plants (ethanol), wineries, craft
breweries, and craft distilleries.

! “The Impact of Wine, Grapes and Grape Products on the American Economy 2007,” MKF Research
LLC.

2 “The National Trade Association Representing Producers and Marketers of American’s Favorite Brands
of Distilled Spirits,” Distilled Spirits Council of the United States.

% “The Beer Industry Economic Contribution Study Prepared for The Beer Institute,” Guerrilla Economics,
LLC, April 2007.
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Tobacco Collections

The federal excise tax collections from tobacco imports and domestic sales fell slightly in
2007. TTB collects the federal excise tax only upon products from domestic
manufacturers and U.S. Customs and Border Protection (CBP) collects the tax on
imported tobacco products. The reduction of tobacco tax collections is likely attributable
to an increased consumption of domestic cigarette alternatives (such as little cigars and
roll your own tobacco), which are taxed at lower rates than cigarettes. Also, this decline
in domestic sales may also be attributable to a proliferation of the sale of illegal or
smuggled cigarettes, which adversely impacts collections at TTB. Based upon the
bureau’s own findings as well as recent Center of Disease Control findings,” TTB does
not believe decreased collections are the result of an overall decrease in the use of
tobacco products.

Since many states increased their taxes on cigarettes following the Master Settlement
Agreement > (particularly premium brands), sales of domestic cigarettes have decreased,
while sales of lower-taxed alternative tobacco products (such as little cigars and roll your
own tobacco) have increased. Even so, the increases in lower-taxed alternative domestic
tobacco product sales are too modest to fully compensate for the decrease in domestic
cigarette sales.

Finally, while consumers purchase less expensive cigarettes (generic) manufactured in
the United States over their premium brand competitors, TTB has found an increased risk
in underreporting related to tax liability for many generic products. To ensure that all
taxes rightfully due are collected for generic products, TTB has deployed audit and
investigation resources to investigate these cases and take appropriate action to resolve
liability and associated compliance violations.

Firearms, Ammunitions Tax (FAET) Collections

Firearms and ammunition excise taxes are remitted to the Fish and Wildlife Restoration
Fund under provisions of the Pittman-Robertson Act of 1937. The firearms and
ammunition business industry continues to grow. Federal excise tax collections on
firearms and ammunition has increased from $193 million in FY 2003 to $289 million
during FY 2007, an increase of $96 million over the past four years, or 50 percent growth
in federal revenues. The increase in reported tax revenue can be attributed to industry
growth; effective outreach initiatives at the bureau; and the presence of field audits which
continues to promote voluntary taxpayer compliance.

* “Cigarette Smoking Among Adults — United States, 2006,” Morbidity and Mortality Weekly Reports,
November 9, 2007.

> In 1998, the Attorneys General of 46 states signed the Master Settlement Agreement (MSA) with the four
largest tobacco companies in the United States to settle state suits to recover billions of dollars in costs
associated with treating smoking-related illnesses. Four states - Florida, Minnesota, Mississippi, and Texas
- settled their tobacco cases separately from the MSA states.
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Protect the Public - This activity ensures the integrity of the alcohol and tobacco
industries and of beverage alcohol products found in the marketplace, and regulates
roughly 45,600 alcohol and tobacco businesses. Under this activity, TTB enforces
federal laws related to the issuance of permits to industry members and the production,
importation, exportation, labeling, advertising, and marketing of alcohol products. TTB
conducts these activities through investigations, application reviews, laboratory testing,
and educational programs. TTB works with industry, foreign and state governments, and
other interested parties to make it easier to comply with regulatory requirements and to
maintain the appropriate level of oversight to ensure public safety. Education,
partnerships, and open communication are paramount strategies in facilitating compliance
with regulatory requirements.

The investments in this budget activity have resulted in the following performance
highlights and accomplishments during FY 2007:

e Processed 125,117 Certificate of Label Approval (COLAS) applications, of which
63,811 applications were filed electronically through COLAs Online, a total of
51 percent. The Federal Alcohol Administration Act requires importers and bottlers
of alcoholic beverages to obtain a COLA prior to introduction of the product into
commerce.

e Issued 4,600 original permits, approved 22,116 amended permits, and prepared
related correspondence. TTB issues original and amended permits to persons who are
engaged in the alcohol and tobacco industries. lllicit activity in these industries has
the potential to be highly lucrative, so it is crucial that organized crime and terrorists
are kept out of these industries.

e The Scientific Services Division (SSD) received its accreditation from the
International Organization for Standardization (1SO).

e Conducted 467 field investigations on the most high-risk applications to ensure
objectives of the Anti-Terrorism Act of 2001 were met.

e Conducted 945 field application investigations of industry members regarding
applications, consumer complaints, tax fraud, trade practice violations, and product
and labeling integrity verifications.

e Assisted in the labeling agreement with the World Wine Trade Group (WWTG).
WWTG members include the U.S., Argentina, Australia, Canada, Chile, and New
Zealand. The labeling agreement was signed in January 23, 2007, which will
facilitate the export trade in wine from the U.S. to WWTG countries.

Specific Challenges in FY 2009

Law Enforcement

TTB is dependent upon the availability of other agencies to supply law enforcement
resources to pursue criminal cases. The law enforcement challenges on the alcohol and
tobacco industries revolve around tax fraud, label fraud, unlawful diversion, and unlawful
trade practices. Tax fraud issues have also arisen in the firearms and ammunition
industry as well.
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Tax fraud, through unlawful diversion or other means, represents an extremely high risk
to the revenue as well as a funding source for organized crime and terrorists. The lost
revenue from these illegal activities is estimated to be in the range of $1 billion,
conservatively. The proliferation of alcohol fuel plants presents a serious concern for
significant revenue loss that may result from unlawful diversion. Label fraud and
unlawful trade practices also represent a serious threat to the economic stability of the
alcohol trade. Label fraud deceives consumers as to what they are buying, but also
threatens domestic producer’s ability to effectively trade in interstate commerce.
Unlawful trade practices present a similar threat to free commerce because of their
potential to undermine healthy small business activity and limit consumer choices.

Alcohol Fuel Plants (AFPs)

Another challenge is the accelerated growth of alcohol fuel production. In 2005, total
U.S. production of alcohol for fuel use was approximately 4 billion gallons, and in 2006
it was nearly 5 billion gallons. Current capacity is nearly 7 billion gallons per year, and
plants under construction will make an additional 5 billion gallons annually. The recent
Energy Independence and Security Act of 2007 mandates the use of 36 billion gallons of
renewable fuel per year by 2022. In comparison, total U.S. consumption of beverage
distilled spirits is only 420 million gallons per year — and beverage spirits contain less
than half the ethanol that is in alcohol fuel. Most alcohol fuel production comes from
fewer than 150 large plants, but hundreds of smaller plants have applied for TTB permits
in each of the last four fiscal years. TTB currently has 1,567 active alcohol fuel plants.
These developments present a serious concern for TTB because of the possibility for
significant revenue losses that would result from unlawful diversion.

Succession Planning

Succession planning is high on the list of TTB strategic priorities, especially regarding
TTB’s investigative forces. TTB expects to lose forty percent of its workforce by 2010
due to retirements and other attrition. To mitigate these losses, TTB continues to use the
personnel interventions identified in the Pay Demonstration project to enable the bureau
to improve its capacity to recruit, develop, and retain high-caliber employees. TTB uses
tailored approaches designed, developed, and implemented specifically for the bureau’s
continuing and evolving needs in order to meet mission requirements and remain
competitive for highly skilled talent. The FY 2009 budget seeks authority to continue
this program an additional year.

Rulemaking

Over the next few years TTB anticipates continued industry and interest group petitions,
inquiries, and other expressions of interest in more detailed beverage labeling. An
advance notice of proposed rulemaking published in mid-2005 on the labeling and
advertising of wines, distilled spirits, and malt beverages sought comments on various
labeling issues including, among others, information panels, alcohol content, and allergen
labeling; this notice generated over 19,000 comments. In July 2006, TTB published in
the Federal Register an interim rule setting forth standards for voluntary allergen labeling
of alcohol beverages concurrently with a notice of proposed rulemaking for mandatory
allergen labeling for alcohol beverages. In FY 2008 and 2009, the bureau will consider
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the feasibility of regulatory changes in response to the comments received on the 2005
advance notice.

In July 2007, TTB published in the Federal Register for public comment proposed
regulatory changes which would require a statement of alcohol content for all alcohol
beverage products, expressed as a percentage of alcohol by volume and appearing on any
label affixed to the container. Also included in the proposed regulatory changes is a
requirement for a Serving Facts panel on alcohol beverage labels, which would include a
content statement covering calories, carbohydrates, fat, and protein. Under the proposals,
industry members may also disclose on the serving facts panel the number of U.S. fluid
ounces of pure alcohol per serving as part of a statement that includes alcohol content
expressed as a percentage of alcohol by volume. The new regulations would also specify
reference serving sizes for wines, distilled spirits, and malt beverages based on the
amount of beverage customarily consumed as a single serving rather than based on a
definition of a standard drink. The purpose of these proposed regulatory changes is to
ensure that alcohol beverage labels provide consumers with adequate information about
the products they are consuming.
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Section 2 — Budget Adjustments and Appropriation Language

2.1 — Budget Adjustments Table
Dollars in Thousands

Salaries and Expenses FTE Amount
FY 2008 Enacted 544 $93,515
Base Realignment:
Base Realignment from Collect the Revenue (935)
Base Realignment to Protect the Public 935
Increased Reimbursable Payments from PR Gov't (11) (1,149)
Maintaining Current Levels (MCLs):
Non-Pay Inflation Adjustment 752
Pay Annualization 402
Pay Inflation Adjustment 1,075
Total FY 2009 Base 533 $94,595
Program Decreases:
Efficiency Savings (8) (685)
Program Increases:
IT Infrastructure (Hardware Refresh) 2,990
Subtotal FY 2009 Program Changes (8) 2,305
Total FY 2009 Request 525 $96,900

2A — Budget Increases and Decreases Description

Base Realignment ...........ccccoveieiieieeie e -$1,149,000/-11 FTE
Base Realignment from Collect the Revenue -$935,000 / +0 FTE

Realignment of funds from the Collect the Revenue Budget Activity based on historical
spending patterns.

Base Realignment to Protect the Public +$935,000 / +0 FTE
Realignment to Protect the Public Budget Activity.

Increased Reimbursable Payments from Puerto Rican Government -$1,149,000 / -11 FTE
Recovery for indirect costs for general administrative, information technology, legal, and
other enforcement bureau activities which support the Puerto Rico cover over program.
The cost model which was adopted by the bureau was determined to be in full
compliance with the guidelines promulgated by the Office of Management and Budget,
the CFO Act, and Statements of Federal Financial Accounting Standards. These
reimbursable funds have been used to supplant the direct appropriations.

Maintaining Current Levels (MCLS) .....cccccocveveviieneeiecee e +$2,229,000/ +0 FTE
Non-Pay Inflation Adjustment +$752,000 / +0 FTE

Non-labor related items such as contracts, travel, supplies, equipment, and GSA rent
adjustments.

Pay Annualization +$402,000 / +0 FTE
Funds are requested for the FYY 2009 cost of the January 2008 pay increase.

Pay Inflation Adjustment +$1,075,000 / +0 FTE
Funds are requested for the January 2009 pay raise.
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Program DECIEASES .....c.eeiviiiiiiieiiiie ettt -$685,000/ -8 FTE
Efficiency Savings -$685,000 / -8 FTE

Reduction in funding due to anticipated savings to be realized from improvements in
business processes, systems, and operations at the bureau.

Program INCrEASES .......cociiiiiiiieiieeee e +$2,990,000/ +0 FTE
IT Infrastructure (Hardware Refresh) +$2,990,000 / +0 FTE

The funding will be used to refresh the information technology hardware and
infrastructure in order to facilitate mission critical functions in support of departmental
and bureau strategic goals and objectives of collecting the revenue and protecting the
public. TTB has two core business applications to support this mission: Integrated
Revenue Information System (IR1S) and Certification/Exception of Label/Bottle
Approval (COLAS) Online. IRIS supports the collection of nearly $15 billion in federal
excise taxes per year by automating the examination of industry member tax accounts.
COLAs Online provides industry members with an internet-based application to submit,
track, and review applications for label approval, thereby expediting TTB business
processes and improving customer service.

Based on internal systems reviews and industry best practices, TTB has determined that
by FY 2009 a significant portion of the current infrastructure will become technically
obsolete and that the risk of business disruption from malfunctioning equipment will
negatively impact basic tax and regulatory services. TTB has identified significant
impacts of an obsolete infrastructure including, but not limited to, risks to excise tax
collection, public safety concerns, decreased customer satisfaction, management
reporting issues, staff productivity inefficiencies and impacts to the compliance with
federal mandates. Meeting federal mandates such as Internet Protocol Version 6,
HSPD-12, GPEA, FISMA, and e-government initiatives will be facilitated with this
infrastructure refresh.
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2.2 — Operating Levels Table

Dollars in Thousands

Bureau: Salaries and Expenses

FTE
Object Classification:
11.1 - Full-time permanent
11.3 - Other than full-time permanent
11.5 - Other personnel compensation
11.8 - Special personal services payments
12 - Personnel benefits
13 - Benefits for former personnel
21 - Travel and transportation of persons
22 - Transportation of things
23.1 - Rental payments to GSA
23.2 - Rental payments to others
23.3 - Comm, utilities, and misc charges
24 - Printing and reproduction
25 - Other contractual Services
25.1 - Advisory and assistance services
25.2 - Other services
25.3 - Other purchases of goods and services from
Govt. accounts
25.4 - Operation and maintenance of facilities
25.5 - Research and development contracts
25.6 - Medical care
25.7 - Operation and maintenance of equip
25.8 - Subsistence and support of persons
26 - Supplies and materials
31 - Equipment
31.6 - ADP Equipment
32 - Land and structures
33 - Investments and loans
41 - Grants, subsidies, and contributions
42 - Insurance claims and indemnities
43 - Interest and dividends
44 - Refunds
Total Budget Authority

Budget Activities:
Collect the Revenue
Protect the Public

Total Budget Authority

FY 2007 Enacted
544

42,695
0

698

0
10,979
0
3,265
98
4,943
0
4,787
367

$90,618

46,215
44,403
$90,618

TTB-10

FY 2008
President's
Budget

544

43,640
0

778

0
11,525
0
3,363
101
4,981
0
4,931
378

$93,515

47,693
45,822
$93,515

Cong. Action
including
Recission

[elelelNoNeNe o NoNoNoNo oo NoNoN o]

[eNeleleNoNo oo NoloNoBoNoNe)

g
o

$0

FY 2008 Enacted
Level

544

43,640
0

778

0
11,525
0
3,363
101
4,981
0
4,931
378

$93,515

47,693
45,822
$93,515

FY 2009
Requested Level

525

44,940
0

778

0
11,235
0
3,000
101
5,219
0
5,049
387

$96,900

49,420
47,480
$96,900



2.3 — Appropriations Detail Table
Dollars in Thousands

FTE AMOUNT FTE AMOUNT

New Appropriated Resources:

Collect the Revenue 277 $46,215 277 $46,215

Protect the Public 267 44,403 267 44,403
Subtotal New Appropriated Resources 544  $90,618 544  $90,618
Other Resources:

Recoveries

Offsetting Collections - Reimbursable 15 3,024 15 3,024

Available multi-year/no-year funds

Transfers In/Out
Subtotal Other Resources 15 $3,024 15 $3,024

FTE
217
267

544

15

AMOUNT FTE  AMOUNT FTE AMOUNT
$47,693 268 $49,420 -3.25% 3.62%
45,822 257 47,480 -3.75% 3.62%
$93,515 525 $96,900 -3.49% 3.62%
3,755 15 2,868 0.00%  -23.62%
$3,755 15 $2,868 0.00%  -23.62%

2B — Appropriations Language and Explanation of Changes

Appropriations Language

Explanation of Changes

DEPARTMENT OF THE TREASURY
ALCOHOL AND TOBACCO TAX AND
TRADE BUREAU
Federal Funds

SALARIES AND EXPENSES:

For necessary expenses of carrying out section
1111 of the Homeland Security Act of 2002,
including hire of passenger motor vehicles,
[$93,515,000] $96,900,000 of which not to
exceed $6,000 for official reception and
representation expenses; not to exceed $50,000
for cooperative research and development
programs for Laboratory Services; and
provision of laboratory assistance to State and
local agencies with or without reimbursement.

Treasury Administrative Provisions:

Sec. 115. Section 122(g) (1) of Public Law 105-
119 as amended (5 U.S.C. 3104 note), is further
amended by striking [“8 years”] ““10 years” and
inserting [“10 years”] *“11 years™.

TTB proposes to continue the Pay
Demonstration Program by

amending the language to extend the
program for one additional year.
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2C — Legislative Proposals

Extend Pay Demonstration Program for one additional year. TTB proposes to continue
the Pay Demonstration Program (Pay Demo) by amending the general provision language
to extend the program for one additional year. This project was established to enhance
TTB’s ability to effectively recruit and retain highly qualified employees. Pay Demo has
been extended every year since it was first established in FY 1999. In FY 2006, TTB
contracted for a study to provide an independent evaluation of this program. The results
of the study are being examined.
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Section 3 — Budget and Performance Plan

This table lists all FY 2009 resources by strategic goal, objective, and outcome outlined
in the FY 2007-2012 Treasury Department Strategic Plan. The Treasury Strategic Plan
is a corporate level plan for the Department that provides a description of what the
agency intends to accomplish over the next five years.

For detailed information about the FY 2007-2012 Treasury Strategic Plan, please go to:
http://www.treas.gov/offices/management/budget/strategic-plan/

3.1 — Budget by Strategic Outcome
Dollars in Thousands

TREASURY Strategic Goal FY 2008 FY 2009 Percent
TREASURY Strategic Objective Enacted Request Change
TREASURY Strategic Outcome AMOUNT AMOUNT AMOUNT
Economic competitiveness 47,662 48,885 2.6%
Revenue collected 49,608 50,883 2.6%
Total $97,270 $99,768 2.6%

3A — Collect the Revenue ($49,420,000 from direct appropriations and $1,463,000
from reimbursable programs): The Collect the Revenue activity works toward providing
the most effective and efficient systems for the collection of tax revenue, eliminating or
preventing tax evasion and other criminal conduct, and providing high quality service
while imposing the least regulatory burden on taxpayers. TTB will employ a number of
strategies to ensure that the revenue that is rightfully due is collected. The Tax Audit
Division (TAD) will focus its audit resources on large and at risk taxpayers. The Office
of Field Operations will continue to provide industry outreach to facilitate voluntary
compliance, investigate allegations or indications of tax fraud, verify destruction of large
quantities of taxable commodities, and conduct compliance investigations of permittees
who have substantial potential for tax liability.

Reducing taxpayer burden and improving service remain priorities at TTB. The ultimate
goal is to allow permittees and taxpayers to file all payments, returns, and applications
online with the National Revenue Center. The FY 2009 budget request enables the
continuation of efforts to achieve the performance measures supporting TTB’s strategic
goal of providing the most effective and efficient system for the collection of all revenue
that is rightfully due, eliminating or preventing tax evasion and other criminal conduct,
and providing high quality service while imposing the least regulatory burden.

Offsetting Collections... . P o) | I I [ X 000
Federal Sources (Laboratory Serwces) .......................................................... $27,000
Non Federal Sources (PUerto RICO).........cccoviiiiiiiiiiiiiii e e 1,436,000

The non- federal reimbursable funds cover the costs associated with the functioning and
support of the Puerto Rico office, and are paid from the “cover-over” (return) which is
offset from the roughly $459 million in cover-over taxes collected in the United States on
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products originating in Puerto Rico. Also, the bureau collects a nominal amount of
reimbursable funding for lab services performed to support criminal investigations being
conducted at the Alcohol Tobacco Firearms and Explosives Agency (ATFE).

3.2.1 — Collect the Revenue Budget and Performance Plan

Appropriated Resources $45,285 $49,618 $46,215 $47,693 $49,420
Reimbursable Resources $935 $935 $1,512 $1,915 $1,463
Total Resources $46,220 $50,553 $47,727 $49,608 $50,883

Budget Activity Total $46,220 $50,553 $47,727 $49,608 $50,883

Percentage of Voluntary Compliance in filing 86 87 86 87 87
tax payments timely and accurately (in terms
of revenue) (Revenue %) (Oe)

Cumulative percentage of excise tax revenue 82% 93% 16% 74% 90%
audited over 3 years (%) (Ot)
Percentage of Voluntary Compliance in filing 70% 76% 75% 75% 75%

tax payments timely and accurately (in terms
of number of compliant industry members)(%)

(Ce)

Percentage of total tax receipts collected 98% 98% 98% 98% 98%
electronically (%) (E)

Resources as a percentage of revenue (%) (E) 37% .31% 31% .34% .34%
Unit cost to process an excise tax return based Baseline 76 61 76 76

on new legislation ($) (E)
Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance:

In FY 2007, TTB met all of its performance measures under the Collect the Revenue
strategy, while showing continued improvements in performance scores. TTB continues
to collect nearly $15 billion in federal excise taxes in a highly efficient manner. Also,
key performance metrics show that 98 percent of the federal excise tax receipts are
collected electronically at the bureau and that 75 percent of industry members voluntarily
file their tax and operational reports on or before the scheduled due date and the filing
information is both accurate and reliable. TTB’s audit strategy is to audit regulated
businesses based on its risk model, and continue its audits of the largest taxpayers, with
its goal of 90 percent revenue audited in its second cycle by FY 2009. TTB’s “Resources
as a percentage of revenue (%)” measure continues to benchmark as one of the most
efficient tax collection agencies or bureaus in the world.
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3B - Protect the Public ($47,480,000 from direct appropriations and $1,405,000 from
reimbursable programs): The Protect the Public activity ensures the integrity of products
and industry members in the marketplace, ensures compliance with laws and regulations
by regulated industries, and provides information to the public as a means to prevent
consumer deception. Under this activity, TTB enforces compliance with federal laws
related to the issuance of permits to industry members and the production, importation,
exportation, labeling, advertising, and marketing of alcohol products. TTB conducts
investigations, application reviews, laboratory testing, and educational programs in
support of its mission. TTB works with industry, other federal and state governments,
and other interested parties to make it easier to comply with regulatory requirements,
while maintaining the appropriate level of oversight to ensure public safety. Innovation,
partnerships, and open communication are paramount to achieving this strategic goal.

TTB monitors trade practices of the alcohol industry and takes enforcement actions on
violations or discrepancies, monitors and reviews international trade in alcohol beverages
to identify trade barriers and incidents of international fraud and contaminated products;
and to promote international agreements on product integrity.

Users of specially denatured alcohol (SDA) are required to submit a formula to the TTB
Laboratory. Likewise, those using alcohol for non-beverage purposes, such as in the
manufacture of flavorings or medicines, must also gain approval of their formula in order
to file a claim for drawback of excise taxes previously paid. In both cases, the TTB Lab
reviews the formula and analyzes samples to grant or deny the action requested by the
applicant.

TTB also protects the consumer by monitoring alcohol products and investigating
incidents of suspected unsafe conditions or product deficiencies related to production and
labeling. TTB does this by testing samples of alcohol beverages sold at the retail level
and obtained directly from producers. The purpose of this testing is to ensure that alcohol
beverages marketed in the United States meet formulation and labeling requirements, do
not contain unauthorized substances or contaminants, and are properly classified for tax
purposes.

Offsetting Collections... . RN o -1 I3 W10 LN [0 [0]
Federal Sources (Laboratory Serwces) .......................................................... $26,000
Non-Federal Sources (PUErO RICO).........ovvuiiiiiiiiiiii e $1,379,000

The non-federal reimbursable funds cover the costs associated with the functioning and
support of the Puerto Rico office, and are paid from the “cover-over” (return) which is
offset from the roughly $359 million in cover-over taxes collected in the United States on
products originating in Puerto Rico. Also, the bureau collects a nominal amount of
reimbursable funding for lab services performed to support criminal investigations being
conducted at ATFE.
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3.2.2 — Protect the Public Budget and Performance Plan

Appropriated Resources $37,051 $40,597 $44,403 $45,822 $47,480
Reimbursable Resources $765 $765 $1,512 $1,840 $1,405
Total Resources $37,816 $41,362 $45,915 $47,662 $48,885

Budget Activity Total $37,816 $41,362 $45,915 $47,662 $48,885

Percent of electronically filed Certificate of 25% 38% 51% 48% 48%
Label Approval applications (%) (E)
Percentage of COLA approval applications 50% 44% 42% 35% Discontinued

processed within 9 calendar days of receipt

(%) (E) (This measure will become inactive

beginning in FY 2008.)

Percentage of permit application (original and 81% 86% 85% 80% 80%
amended) processed by the National Revenue

Center within 60 days (%) (E)

Unit cost to process a Wine Certificate of null% null% 34% 34% 85%
Label Approval

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance:

In FY 2007, TTB met all but one of its performance measures under the Protect the
Public budget activity. The results from the metrics, along with program performance
during the year, demonstrate that the bureau administered the laws and regulations in a
manner that protects the consumer, promotes voluntary compliance, and facilitates import
and export trade in beverage and industrial alcohols. The performance measure not met
was the “Percentage of certificate of label applications (COLA) processed within

9 calendar days of receipt.” TTB examines all alcohol labels prior to their use and issues
a certificate of label approval (COLA) to ensure alcohol beverage labels adequately
identify the product and do not contain misleading information. The performance metric
target was 45 percent and the final result was 42 percent. This measure was difficult to
achieve because the complexity and volume of this COLA workload, which is driven
from industry members, has continued to increase for several years. Since 1999, COLA
applications have risen over 84 percent, while the available staff dedicated to this
operation has remained constant. While this challenge will continue, the bureau fully
expects to gain efficiency of operations from encouraging industry members to file their
COLA applications electronically versus paper. The number of electronic submissions
has increased from 25 percent in FY 2005 to over 50 percent in FY 2007.

For detailed information about each performance measure, including definition,
verification and validation, please go to:
http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml
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Section 4 — Supporting Materials

4A — Human Capital Strategy Description

By properly managing its human capital needs, TTB supports the Department of the
Treasury’s strategic goals:

e Effectively managed U.S. government finances;
e U.S. and world economies perform at full economic potential,

To accomplish and fulfill both TTB’s and the Department of the Treasury’s strategic
plans, TTB has taken several steps to maintain and improve its current professional
workforce. TTB’s Human Capital Strategic Plan, which is aligned with the Bureau
Strategic Plan, documents strategies to improve skill and competency gaps,
demographics, workforce management and performance measurement efforts, and
succession planning. The model for strategically assessing TTB’s skills gap outlook for
future years is predicated on assumptions regarding future changes in the workforce,
including retirement eligibility rules and rates of attrition.

Succession planning is a strategic priority for TTB’s future transitioning, especially as it
relates to the bureau’s mission critical positions. TTB expects to lose approximately
forty percent of its workforce between 2008 and 2010 due to retirements and other
attrition. To mitigate these losses, it is vital that TTB continue to recruit, develop, and
retain high-caliber employees in mission critical positions.

Other HR Highlights

During FY 2007, TTB:

e Completed an independent evaluation of the TTB Pay Demonstration Project over a
three year period. This included conducting an Attitude Survey and Survey Follow-
up Focus Groups with Pay Demo Project employees and supervisors and an analysis
of cost comparisons with General Schedule and other Pay Demonstration Programs.
As a result of the evaluation, TTB chartered a Labor/Management Workgroup that
developed cost containment options for future Pay Demo Project Performance
Payouts that were implemented for the FY 2007 performance cycle.

e Achieved a top five percent of agency subcomponents ranking according to the
Partnership for Public Service’s report on “The Best Places to Work in the Federal
Government”. The ranking was based on employee responses to the 2006 Federal
Human Capital Survey. TTB’s response rate on the survey was the highest within the
Department of the Treasury (78 percent).

e Designed, developed, tested, and deployed a new performance management program
and automated performance management system that provides a clear line of sight for
each employee to the overall Bureau strategic plan. In addition, conducted related
Performance Management Training for both General Schedule and Pay
Demonstration Project employees.

e Negotiated the first Master Labor Agreement exclusively for TTB with the National
Treasury Employees Union (NTEU).
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Established an Early Conflict Prevention and Resolution (CPR) Program to assist
TTB employees in seeking fair, equitable solutions to work-related concerns through
an informal confidential process apart and separate from both the Equal Employment
Opportunity (EEO) Complaints and the Administrative Grievance processes. The
CPR Program assists with maintaining a harmonious and productive workplace for
our employees.

Implemented a Mentoring Program to provide guidance and motivation, strengthen
relationships, and ensure that all the talents and skills of Bureau employees are
maximized in accomplishing the Bureau’s mission. The Mentoring Program supports
workforce and succession planning by developing employees to be future leaders.
Established three Leadership Development Programs (LDPSs) based on grade level
and supervisory level. These programs consist of short-term executive, management,
leadership and supervisory programs to prepare employees for the next level in their
career progression and professional development and create a cadre of employees
prepared to compete for positions with greater leadership responsibility to meet the
bureau’s needs.

Published the first TTB recruitment brochure featuring TTB’s mission critical
positions.

Continued to exceed the Treasury hiring goal of 45 days with an annual overall
average of 33 days time to hire.
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4.1 - Summary of IT Resources Table

Dollars in Thousands

Information Technology Investments
(Dollars in Thousands)

Major IT Investments / Funding Source

Subtotal, Major IT Investments

Non-Major IT Investments
Infrastructure Investments
Enterprise Architecture

Total IT Investments

Budget Activity

Collect the Revenue/Protect the
Public

Collect the Revenue/Protect the
Public

Collect the Revenue/Protect the
Public

Collect the Revenue/Protect the
Public

Collect the Revenue/Protect the
Public

FY 2006
& Earlier
Enacted
$ .
$ 2,780
$ 15111
$ 464
$ 18,355
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$

$

$

FY 2007

Enacted

2,850

15,514

477

18,841

FY 2008
President's
Budget

2,925

15,915

491

19,331

% Change from
FYO07 to FY08

0.0%

2.6%

2.6%

2.9%

2.6%

FY 2009

Requested

3,001

19,320

502

22,823

% Change from
FY08 to FY09

0.0%

2.6%

12.0%

2.2%

10.4%



4B - Information Technology Strategy

TTB has a modernization blueprint that focuses information technology (IT) investments
on important bureau functions and defines how those functions will be measurably
improved. All TTB systems and projects have business cases that have been approved by
the Department of the Treasury’s Office of the Chief Information Officer, and

100 percent of IT systems have certification and accreditation. The bureau will
aggressively pursue all e-Gov opportunities that will reduce taxpayer burden for tax filing
and increase all regulatory compliance. TTB has established its own investment review
board that evaluates and makes preliminary selection decisions by addressing high level
questions:

e Does the initiative have value to TTB and to Treasury?
e |s there a balance of benefits against costs and risks?
e |s TTB eliminating duplication and stovepipe projects?

TTB’s investment review board ensures compliance with guidance and legislation (OMB
Circular A-130, Management of Federal Information Resources and Clinger Cohen Act
of 1996). A scoring criterion was developed to help ensure that only sound and viable
initiatives that support the bureau’s mission and strategic goals are included in the
portfolio.



4.2 - PART Evaluation Table

Year PARTed: FY 2004

Rating: Effective

OMB Major Findings/Recommendations
1. Develop baseline for annual performance measures .

2. Improve estimates of how funds are distributed across TTB's two lines of business to ensure that funds
are obligated in accordance with planned schedules.

3. Develop a baseline to compare the incremental cost and net benefits of regulation.

Bureau Actions Planned or Underway

1. TTB is in the process of completing the baselines for its annual performance measures in FY 2006.

2. TTB currently uses the BPD ARC accounting system, which allows for the allocation and tracking of
funds. In FY 2008 TTB introduced a new account code structure to capture and measure costs by strategic
goals, programs, projects and budget activities.

3. TTB has completed several economic impact studies which provide incremental cost and social net

benefits of regulations. TTB has only collected several cost/social net benefit studies (e.g. economic impact
studies which support TTB's impact study positions).

For a complete list of PART results visit the following website:
http://www.whitehouse.gov/omb/expectmore/all.html
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Financial Management Service

Mission Statement

To provide central payment services to Federal Program Agencies (FPAS), operate the
federal government’s collections and deposit systems, provide government-wide
accounting and reporting services, and manage the collection of delinquent debt.

Program Summary by Budget Activity

Dollars in Thousands

Appropriation FY 2007
Financial Management Service Enacted
Payments $148,408
Collections 17,434
Debt Collection 5,029
Government wide Accounting and
Reporting 64,510
Total Appropriated Resources $235,381
Total FTE 1,761

FY 2009 Priorities

FY 2008
Enacted
$145,977
19,804

0

68,642
$234,423
1,692

Request
$147,445
21,481

0

70,418
$239,344
1,500

FY 2009
$ Change % Change
$1,468 1.01%
1,677 8.47%
0 0.00%
1,776 2.59%
$4,921 2.10%
(192) -11.35%

e Provide federal payments timely and accurately and continue to move toward an all-

electronic Treasury for payments.

e Provide timely collection of federal government receipts, at the lowest cost, and

continue to move toward an all-electronic Treasury.

e Maximize collection of government delinquent debt by providing efficient and
effective centralized debt collection services.

e Issue accurate, accessible, and timely financial reports and improve the compilation
process and audit opinion on the Financial Report of the U.S. Government.
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Section 1 — Purpose

1A - Description of Bureau Vision and Priorities

The Financial Management Service (FMS) plays a key role in supporting the Department
of the Treasury’s strategic goal of managing the United States Government’s finances
effectively by operating as the financial manager and principal fiscal agent for the federal
government. This role includes managing the nation’s finances by collecting money due
to the United States, making its payments and performing central accounting functions.
Three FMS programs — payments, collections and cash forecasting — are part of the
nation’s Financial Critical Infrastructure which requires these activities to be fully
operational at all times.

FMS’ Strategic Goals, as reflected in the FY 2009 priorities, are to:

e Provide federal payments timely and accurately, and move toward an all-electronic
Treasury for payments.

e Provide timely collection of federal government receipts, at the lowest cost, through
an all-electronic Treasury.

e Maximize collection of government delinquent debt by providing efficient and
effective centralized debt collection services.

e Produce accurate, accessible, and timely government-wide financial information and
reports which contribute to improved quality of the nation's financial decision
making.

e Facilitate the achievement of a clean audit opinion on the Financial Report of the U.S.
Government through FMS’ internal operations and support to government agencies.

FMS provides critical services to millions of United States taxpayers and other
customers. It embodies Treasury’s leadership strategy to create value for the American
people, provide responsible and effective stewardship over the government’s finances,
and focus on quality service results and innovation. The breadth, scope and impact of
FMS programs on the economy and the American public are enormous. FMS’ activities
touch millions of American citizens, virtually every Federal Program Agency (FPA) and
state governments across the country, as well as having international reach.

As the government’s financial manager, FMS oversees a daily cash flow in excess of $60
billion, disbursing 85 percent of the federal government’s payments. These payments
include income tax refunds, Social Security benefits, veterans’ benefits and other federal
payments to individuals and businesses. FMS also administers the world’s largest
collection system, collecting over $3.0 trillion in FY 2007. FMS provides cash
management guidance to FPAs, maintains the government’s accounting books, and
compiles and publishes government-wide financial information used to monitor the
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government’s financial status. Finally, FMS serves as the government’s central debt
collection agency for delinquent non-tax debt.

1B - Program History and Future Outlook

The Payments program develops and implements federal payment policy and procedures,
issues and distributes payments, promotes the use of electronics in the payment process,
and assists agencies in converting payments from paper checks to Electronic Funds
Transfer (EFT). This includes controlling and providing financial integrity to the
payments process through reconciliation, accounting, and claims activities. It also
includes special payments such as Federal Emergency Management Agency payments
and the recent telephone excise tax refund. In FY 2007, FMS issued over 981 million
non-Defense payments worth $1.6 trillion to a wide variety of recipients, such as those
who receive Social Security benefits, IRS tax refunds and veterans’ benefits. Seventy-
eight percent of all payments disbursed were issued via direct deposit

Streamlining the payments processes while continually investing in state-of-the-art
technology is integral in processing payments accurately, timely, and more safely and
securely for the taxpayer. In FY 2009, FMS will continue to expand the use of electronic
media to deliver federal payments. Electronic media provides a safer, more secure and
reliable method of payment for recipients. It also decreases the number of paper checks
issued, which minimizes costs and inefficiencies associated with the delivery of non-
electronic benefits.

The Collections program collects revenues needed to operate the federal government
through the effective management of the government’s collections infrastructure. In FY
2007, FMS collected $3.1 trillion through a network of more than 9,000 financial
institutions, of which 79 percent were done electronically. Dollar revenues collected in
FY 2007 exceeded those collected in FY 2006 by six percent. The most important
program that supports electronic collections is the Electronic Federal Tax Payment
System (EFTPS). EFTPS is a tax payment system that offers all businesses and
individuals the convenience of making their federal tax payments electronically 24 hours
a day, seven days a week.

In FY 2009, FMS will continue to expand the use of electronic collection mechanisms
that use the most advanced and secure collection technologies that are flexible enough to
accommaodate the varying needs and technical sophistication of all taxpayers and FPAs.
In addition, FMS will work to streamline, modernize and improve the processes and
systems supporting Treasury’s collections and cash management program. Currently,
collection agents report collections information to many FPAs and multiple U.S.
Treasury systems. To collect this information, the FPAs and U.S. Treasury systems
interface with many different sources using a variety of formats and interface
technologies. FMS is developing a system which will provide a single touch point for
information reporting and retrieval via transaction brokering, data warehousing, and
business intelligence. The single touch point will enable the standardization and
consolidation of collections information and eliminate redundancies in the federal
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government’s collections reporting processes. FMS will also continue to focus on
security oversight efforts at financial agent processing facilities and banking institutions
as a way to proactively identify security control weaknesses and detect and deter fraud,
waste, theft and unauthorized access associated with the collection of government
remittances and protection of sensitive information.

The Debt Collection program recovers delinquent government and child support debt by
providing centralized debt collection, oversight, and operational services to FPAs and
states as required by the Debt Collection Improvement Act (DCIA) of 1996 and related
legislation.

In FY 2007, FMS collected a record $3.76 billion in delinquent debt. Debt referrals from
creditor agencies were at 100 percent of eligible debt at the end of FY 2007. As a result
of FMS’ continued program improvements, total collections since the enactment of the
DCIA in 1996 are over $31.7 billion. By FY 2009, FMS’ Integrated FedDebt system will
have combined FMS’ Cross-Servicing program and the Treasury Offset Program (TOP)
into one system. This reduces redundancies, improves data integrity, and provides
agencies direct online access. FMS will also continue to roll out Debt Check, an online
program used to help agencies bar delinquent debtors from obtaining new loans or loan
guarantees. In addition, a Federal Contractor Tax Compliance Task Force subgroup
consisting of the FMS, the IRS, and the Center for Medicare and Medicaid Services
(CMS) is examining how best to incorporate CMS payments to Medicare providers into
the Federal Payment Levy Program.

The Government-wide Accounting and Reporting program maintains the federal
government’s books and accounts for its monetary assets and liabilities by operating and
overseeing the government’s central accounting and reporting system. For FY 2007,
FMS released the Financial Report of the United States Government (FR) 75 days after
the fiscal year-end for the fourth consecutive year. The FR presents a picture of
government-wide finances that complements the traditional federal government budget
information. It is invaluable when assessing the long-term impact of the government’s
policy decisions and the timely availability of this additional information is critical to a
fully informed budget process. To complement and support the accelerated release of the
FR, Treasury continues to release the Monthly Treasury Statement (the monthly public
source of budgetary results) on the eighth workday of each month. With this release
schedule, agency financial managers are better able to verify and use the data in their own
reports.

In FY 2009, FMS will continue to revamp and implement government-wide accounting
processes to provide more useful and reliable financial information on a regular basis.
FMS has two major initiatives which will modernize long standing federal accounting
processes and provide agencies with methodologies and tools to improve the accuracy
and consistency of their financial data.

FMS is building and implementing a system that replaces existing government-wide
accounting functions and processes that vastly improves the exchange of financial
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information among FMS, FPAs, Office of Management and Budget (OMB) and the
banking community. This system will improve the reliability, usefulness, and timeliness
of the government’s financial information, provide agencies and other users with better
access to that information, and will eliminate duplicate reporting and reconciliation
burdens by agencies, resulting in significant government-wide savings. As part of the
system redesign, FMS provides agencies with a web-based account statement resembling
a bank statement, which contains summarized Treasury fund account balance activity.
Once fully implemented, agencies will have daily direct access through a web-based
system to the data supporting the items on the account statement for reconciliation and
fund reclassification, rather than having to use multiple systems. Fund balance
information will be available to agencies on a near real-time (one-day lag) basis. This
will move the government one step closer to achieving its objective of producing
financial information on a regular, recurring basis more quickly and reliably. In FY
2009, FMS will be working with FPASs to report payment, collection and intra-
governmental payment and collection transactions to the new Government-wide
Accounting System.

In FY 2009, FMS will also continue moving forward on the Financial Information and
Reporting Standardization (FIRST) initiative. This initiative integrates budget and
financial reports from FPAs. FIRST will improve the consistency of the budgetary and
proprietary accounting data recorded in agency financial statements and reported to FMS
through its trial balance. FIRST is designed to provide authoritative information,
contained in Treasury’s central accounting system, to the agencies to facilitate the
reconciliation process for specific intra-governmental transactions.
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Section 2 — Budget Adjustments and Appropriation Language

2.1 — Budget Adjustments Table
Dollars in Thousands

Financial Management Service FTE Amount
FY 2008 Enacted 1,692 $234,423
Base Realignment:
FTE Adjustment (192)
Maintaining Current Levels (MCLs):
Non-Pay Inflation Adjustment 553
Pay Annualization 1,080
Pay Inflation Adjustment 3,288
Total FY 2009 Base 1,500 $239,344
Program Decreases:
Government-Wide Accounting & Reporting Modernization Program (326)
Payments Operations 172)
Accounting Architecture (460)
Program Reinvestment:
Financial Information Reporting Standardization (FIRST) 958
Subtotal FY 2009 Program Changes 0 0
Total FY 2009 President's Budget Request 1,500 $239,344

2A — Budget Increases and Decreases Description

Base RealigNMEeNt ...........ccovoiiiieiicc e +$0/-192 FTE
FTE Adjustment +$0 /-192 FTE

FMS identified 192 unfunded base FTE upon review of its FY 2008 proposed financial
plan, which is reflected by this adjustment.

Maintaining Current Levels (MCLS) ......ccooviviinineninenieeeen +$4,921,000/ +0 FTE
Non-Pay Inflation Adjustment +$553,000 / +0 FTE

Funds are requested for other non-labor related items such as contracts, travel, supplies,
equipment and GSA rent.

Pay Annualization +$1,080,000 / +0 FTE
Funds are requested for the FY 2009 cost of the January 2008 pay raise.

Pay Inflation Adjustment +$3,288,000 / +0 FTE
Funds are requested for the FY 2009 pay raise.

Program DECIEASES .......eeivuviiiiiieiiiie sttt -$958,000/ +0 FTE
Government-Wide Accounting & Reporting Modernization Program -$326,000 / +0 FTE
As a result of efficiencies gained through modernization and a decreased requirement for
contractor support for legacy applications and the certification and accreditation process,
funding can be redirected from the Government-wide Accounting and Reporting budget
activity to cover a portion of the Financial Information Reporting Standardization
(FIRST) initiatives.
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Payments Operations -$172,000 / +0 FTE
As a result of improvements in the payments activity (e.g. presort equipment), FMS can
redirect this funding to the Financial Information Reporting Standardization initiative.

Accounting Architecture -$460,000 / +0 FTE

Funding has been identified in Government-wide Accounting and Reporting from prior
years Accounting Architecture initiative. These funds can be redirected to the Financial
Information Reporting Standardization initiative.

Program ReINVESTMENT ........cccoiiiiieiiiie e +$958,000/ +0 FTE
Financial Information Reporting Standardization (FIRST) +$958,000 / +0 FTE

FMS is requesting an increase of $958,000 to the current base of $2,393,000 for FIRST.
This initiative will be fully funded by redirects from savings generated from the GWA
program, Payments Operations and Accounting Architecture.

FIRST integrates budgetary and proprietary financial data from FPAs. Currently,
budgetary and proprietary accounting data are collected separately in four different
systems. FIRST will improve the consistency of agency financial information, which is
reported in agency financial statements and submitted to FMS through agency accounting
trial balances. This investment will move FMS closer to achieving its strategic goal of
producing accurate, accessible and timely government-wide financial information and
reports that contribute to improved quality of the nation's financial decision making.
FIRST will accomplish this by:

e Automating the maintenance and distribution of the United States Standard General
Ledger (USSGL) accounting rules and guidance through an interactive database on
the internet, making it more accurate and consistent, easier to maintain, and easier to
use.

e Combining four current FMS stovepipe accounting data collection systems into one
quarterly submission.

e Improving the accuracy, consistency and timeliness of agency reporting by validating
the agency data and balances against authoritative balances in FMS’ central
accounting system.

e Realizing the full benefit of the United States Standard General Ledger (USSGL) in
the financial accounting and reporting for the U.S. Government.

Consistent reporting is required for central managers to make sound decisions, and is
crucial to attaining FMS' strategic goal of facilitating the achievement of a clean audit
opinion on the Financial Report of the United States Government (FR). This initiative
provides a systemic solution to improve data accuracy and consistency for all
government-wide accounting and reporting operations. FIRST will address two material
weaknesses of the FR: (1) the Accounting for and Reconciliation of Intragovernmental
Activity and Balances; and (2) the Preparation of Consolidated Financial Statements.

The applications that FIRST is replacing are not compliant with the FMS technical
reference model. The additional resources will be used to develop the Accounting Trial
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Balance (ATB) system and its interfaces to Standards and Guidance of the USSGL
Interactive Database (SID) and Government-wide Financial Reporting System (GFRS)
by the end of FY 2011. There will also be efficiencies realized in having only one
application on one platform to maintain. In addition, government-wide agency savings,
conservatively estimated at $31 million annually, will be realized when FIRST is fully
implemented. If FMS does not build FIRST, the four current reporting systems will need
to be upgraded to comply with FMS' enterprise architecture at significant cost without
improving functionality.
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2.2 — Operating Levels Table

Dollars in Thousands

Bureau: Financial Management Service

FTE

Object Classification:
11.1 - Full-time permanent
11.3 - Other than full-time permanent
11.5 - Other personnel compensation
11.8 - Special personal services payments
12 - Personnel benefits
13 - Benefits for former personnel
21 - Travel and transportation of persons
22 - Transportation of things
23 - Rent, Communications and Utilities
23.1 - Rental payments to GSA
23.2 - Rental payments to others
23.3 - Comm, utilities, and misc charges
24 - Printing and reproduction
25 - Other contractual Services
25.1 - Advisory and assistance services
25.2 - Other services

25.3 - Other purchases of goods and services from Govt.

accounts

25.4 - Operation and maintenance of facilities
25.5 - Research and development contracts

25.6 - Medical care

25.7 - Operation and maintenance of equip

25.8 - Subsistence and support of persons
26 - Supplies and materials
31 - Equipment
32 - Land and structures
33 - Investments and loans
41 - Grants, subsidies, and contributions
42 - Insurance claims and indemnities
43 - Interest and dividends
44 - Refunds
Total Budget Authority

Budget Activities:
Payments
Collections
Debt Collection

Government wide Accounting and Reporting

Total Budget Authority

FY 2007 Enacted
1,761

118,323
1,500
2,500

0
26,172
175
1,553
195

0
14,950
365
12,658
700

0
4,750
22,157
6,009

950

0

0
7,500
0
4,250
10,149
475

0

0

50

0

0
$235,381

148,408
17,434
5,029
64,510
$235,381
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FY 2008
President's
Budget

1,692

118,955
1,500
3,000

0
26,200
175
1,603
195

0
13,500
365
12,569
500

0
4,800
22,081
7,037

1,000
0

0
7,500
0
4,300
9,386
475

0

0

50

0

0
$235,191

146,465
19,869

0

68,857
$235,191

Cong. Action
including
Rescission

/-\
-
>
Loocoocoocoocoocoocoocoocoocoococoooo

(ool loNoNoNeNoNoNoloNa]

$(768)
(488)
(65)

(215)
$(768)

FY 2008 Enacted
Level

1,692

118,955
1,500
3,000

0
26,200
175
1,603
195

0
13,500
365
12,569
500

0
4,800
22,081
6,269

1,000
0

0
7,500
0
4,300
9,386
475

0

0

50

0

0
$234,423

145,977
19,804

0

68,642
$234,423

FY 2009
Requested Level

1,500

124,208
1,500
3,000

0
29,888
175
1,503
195

0
13,500
670
11,413
500

0
6,002
19,035
6,000

500

0

0
8,005
0
3,600
9,100
500

0

0

50

0

0
$239,344

147,445
21,481

0

70,418
$239,344



2.3 — Appropriations Detail Table
Dollars in Thousands

FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE AMOUNT FTE  AMOUNT

New Appropriated Resources:

Payments 924  $147,055 1,173 $148,408 1,112 $145977 963 $147,445 -1342%  1.01%
Collections 147 19,649 113  $17434 137  $19,804 135 $21481  -1.39%  8.47%
Debt Collection 0 0 56 $5,029 0 $0 0 $0 0.00%  0.00%
Gov. Accounting and Reporting 412 64,954 419  $64510 443  $68,642 402  $70,418  -9.21%  2.59%

Subtotal New Appropriated Resources 1,483 $231,658 1,761 $235381 1,692 $234,423 1500 $239,344 -11.35%  2.10%

Other Resources:
Recoveries

Offsetting Collections - Reimbursable 408 201,445 370 196,282 428 215179 441 228,010 3.04%  5.96%

Available multi-year/no-year funds
Transfers In/Out

Subtotal Other Resources 408 $201,445 370 $196,282 428 $215179 441 $228,010 3.04%  5.96%

2B — Appropriations Language and Explanation of Changes

Appropriations Language

Explanation of Changes

DEPARTMENT OF THE TREASURY
FINANCIAL MANAGEMENT SERVICE

Federal Funds

SALARIES AND EXPENSES:

For necessary expenses of the Financial Management
Service, [$234,423,000] $239,344,000 of which not to
exceed $9,220,000 shall remain available until September
30, [2010] 2011, for information systems modernization
initiatives, of which not to exceed $2,500 shall be available
for official reception and representation expenses.
[Department of the Treasury Appropriations Act, 2008]

2C — Permanent, Indefinite Appropriations
Federal Reserve Bank Permanent, Indefinite Appropriation

The Federal Reserve Banks (FRBs) act as fiscal agents of the United States when directed
by the Secretary of the Treasury in accordance with 12 United States Code (U.S.C.) 391.
The FRBs support the fiscal operations and provide banking and financial services on
behalf of the Treasury of the United States. The Federal Reserve Reimbursement and
Fiscal Responsibility Act of 1997 amended section 3302 (f) of title 31, U.S.C. and
provided a permanent and indefinite appropriation of amounts necessary to pay the FRBs
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for the services they provide as fiscal agents on behalf of the Treasury. Since the FRBs

support each FMS program activity, the performance measures listed in the Salaries and
Expense section of this budget apply to the work done by the FRBs. FMS estimates that
the cost of FRB services for FY 2009 will be approximately $305 million.

Financial Agent Services Permanent, Indefinite Appropriation

Congress has given the Secretary of the Treasury longstanding, broad discretion to
deposit money in financial institutions and to obtain banking services by designating
financial institutions to act/serve as Financial Agents (FA) of the United States
Government. The services are in support of such programs as Electronic Federal Tax
Payment System (EFTPS), the Lockbox Networks, plastic cards, e-commerce systems,
and CASHLINKII, a deposit reporting and cash concentration system. These and other
programs are vital to FMS strategic goals, the government’s financial critical
infrastructure, and the President’s emphasis on expanding E-Government. The services
provided by such financial institutions are authorized under numerous statutes including,
but not limited to, 12.U.S.C. 90 and 265. In FY 2004, Treasury received a permanent
indefinite appropriation to pay for these services.

FMS estimates that the cost of FA services for FY 2009 will be approximately $593
million. Of this amount, approximately $40 million is appropriated to other bureaus to
pay for these services, which is reimbursed to FMS and deposited into the General Fund.
The increase in the estimate from prior years is a direct result of the significant increase
in volume, complexity, and transactions processed for “identity programs,” such as
passport and immigration fee collections. For example, as a result of the Intelligence
Reform and Terrorism Prevention Act of 2004, which requires a passport for entry to the
United States via air and ship from Canada, the Caribbean, and Mexico, the financial
agents have seen the volume of passport applications nearly double. They have had to
hire hundreds of new employees to manage the workload, open additional processing
locations, implement 24 hours a day, seven days a week processing, and invest in
additional sorting, extraction, imaging, and document management hardware and
software. Passport applications are expected to rise again once passports are required for
land border crossings from Mexico and Canada, beginning in FY 2008, and after the
State Department begins to offer the option for a wallet sized passport card in addition to
the traditional passport. None of the offsetting passport fees are deposited into this fund.
Other identity programs administered by U.S. Citizenship and Immigration Services will
lead to additional increases in transaction volume processed by financial agents, and even
greater increases in volume if immigration reform legislation is passed. Given the
complexity, requirements, and volumes for processing fees under these and other identity
programs, outlays for this fund may increase by 50 percent over recent historical rates.
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2.4 — Permanent, Indefinite Appropriations

Table 2.4
Permanent, Indefinite Appropriations
(Dollars in Thousands)

Permanent, Indefinite Appropriation 2007 2008 FY'2009
Enacted Enacted Request

Federal Reserve Bank $245,000 $295,000 $305,000

Financial Agent Services $311,000 $426,000 $593,000

2C — Legislative Proposals

Eliminate the 10-year Limitations Period on Offset (31 U.S.C. 3716)

This proposal would eliminate the 10-year limitation on the collection of delinquent non-
tax federal debts by administrative offset. This would ensure that delinquent debts can be
collected by offset without regard to any statutory, regulatory or administrative limitation
on the period within which debts may be collected. The proposed change would allow
for the collection by offset of other federal debts consistent with the current law for
student loans.

The proposal would be consistent with the Supreme Court’s decision to allow the
Department of Education to offset social security benefits to collect student loans over 10
years old.

Payment Transaction Integrity - Allows the federal government to trace and recover
federal payments sent electronically to the wrong account.

The proposal, which amends 12 U.S.C. 3413, revises an existing exception to the Right to
Financial Privacy Act so that improper electronic payments and improperly negotiated
Treasury checks can be traced and recovered. Revising the exception will also permit the
federal government to verify the identities of persons making payments to or receiving
payments from the government.
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Section 3 — Budget and Performance Plan

This table lists all FY 2009 resources by strategic goal, objective and outcome outlined in
the FY 2007-2012 Treasury Department Strategic Plan. The Treasury Strategic Plan is a
corporate level plan for the Department that provides a description of what the agency
intends to accomplish over the next five years.

For detailed information about the FY 2007-2012 Treasury Strategic Plan, please go to:
http://www.treas.gov/offices/management/budget/strategic-plan/

3.1 — Budget by Strategic Outcome
Dollars in Thousands

TREASURY Strategic Outcome FY 2008 FY 2009 Percent
Enacted Request Change
AMOUNT AMOUNT AMOUNT
Financial information 68,642 73,597 7.5%
Payments 283,826 286,029 1.2%
Revenue collected 97,134 107,728 9.5%
Total $449,602 $467,354 3.9%

3A - Payments ($147,445,000 from direct appropriations and $138,584,000 from
reimbursable programs): The Payments activity issues and distributes payments,
develops and implements federal payment policy and procedures, promotes the use of
electronics in the payment process, and assists agencies in converting payments from
paper checks to Electronic Funds Transfer (EFT). This activity also includes controlling
and providing financial integrity to the payments process through reconciliation,
accounting and claims activities. Included in this activity is the claims activity which
settles claims against the United States. These claims result from federal government
checks that have been forged, lost, stolen or destroyed. FMS collects monies from those
parties liable for fraudulent or otherwise improper negotiation of government checks. It
also includes processing claims and reclamations for EFT payments.

FMS continues to expand and market the use of electronic media to deliver federal
payments, improve service to payment recipients, and reduce government program costs.
This helps decrease the number of paper checks issued and minimize costs associated
with postage, the re-issuance of lost, stolen and misplaced checks, and inefficiencies
associated with the non-electronic delivery of benefits.

Direct deposit offers federal benefit payment recipients ease and convenience, and
protects against fraud and identity theft. Direct deposit also generates significant cost
savings to the government over paper checks - each payment converted from paper to
direct deposit saves the taxpayer over 88 cents per transaction. However, FMS faces
challenges in increasing growth in electronic payments. As the government prepares for
the huge increase in retiring baby boomers in the near future, it is critical that FMS
dramatically increase use of direct deposit for issuing benefit payments. To increase the
use of direct deposit for federal benefit payments, FMS began a nationwide campaign
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called “Go Direct” to encourage current check recipients to switch to direct deposit. In
the first year, Go Direct exceeded the goal to convert approximately half a million check
recipients to direct deposit, savings millions of dollars for the United States Treasury in
the years to come. In December 2007, the Go Direct campaign achieved a major
milestone, converting 1.6 million check recipients to direct deposit, since the inception of
the campaign.

Additionally, in FY 2007, FMS implemented a pilot program, Direct Express, which
targeted the un-banked, to disburse benefit payments through debit cards. A survey of
the Direct Express cardholders in July 2007 showed that 85 percent of those surveyed are
satisfied with Direct Express, and four out of five people report that they would
recommend the card. After conducting an evaluation of the pilot, FMS expects to roll out
this debit card program nationwide and extend it to other benefit payments in the summer
of 2008. Debit cards represent another electronic payment alternative to checks and one
that holds promise for the unbanked. FMS is also working with the Social Security
Administration to develop plans (entitled Universal Direct Deposit) which will require
newly enrolled beneficiaries to receive payments electronically unless they do not have a
bank account.

In support of its payments function, FMS has also undertaken considerable efforts to
modernize its payment systems, incorporating new technologies and the internet. Some
programs that will continue to be in focus are:

e Stored Value Card (SVC): This is a smartcard, similar to a credit/debit card, using an
encrypted computer chip to process "electronic money" stored on the card. This
program is aimed at reducing the float-loss associated with the more than $2 billion in
coin and currency in circulation at military bases, ships at sea, and other closed
government locations around the world. From 1997 to September 2007, over 8
million EFT transactions with a dollar value in excess of $1.3 billion were processed
via the SVC programs.

e Automated Standard Application for Payments (ASAP.gov): ASAP is a web-based
system built by FMS in coordination with the Federal Reserve Bank of Richmond.
Through this all electronic grants payment system, organizations including states,
universities, for-profit and non-profit entities receive federal funds from accounts pre-
authorized by federal agencies. ASAP is one of two systems authorized by the Chief
Financial Officer’s Council to disburse civilian grant payments on behalf of program
agencies. Twenty-five federal agencies use ASAP.gov and the total FY 2007
disbursements to organizations were $447 billion.

e Internet Payment Platform (IPP): The IPP will provide a centralized electronic
invoicing and payment information portal accessible to all participants in federal
payment transactions: agencies, payment recipients, and FMS. The use of IPP lowers
costs for FMS and federal agencies by converting paper-based financial management
activities, such as purchase orders and invoices, into automated online processes. It
also provides a single central repository that allows suppliers access to the data they
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need to handle many inquiries on their own and avoid numerous disputes. The IPP is
designed to yield government-wide efficiencies by (1) reducing paper processing by
accounts payable, (2) enhancing Treasury’s value and service to its citizens by
increasing access to and quality of payment data, and (3) providing a single central
application in which government finance departments can engage with their suppliers,
and in which government suppliers can engage with agencies.

Other Resources:

Offsetting collections and reimbursements totaling $138,584,000 are collected for
disbursement of federal agency payments to beneficiaries, including Social Security
payments, Railroad Retirement Board payments, tax refunds and the Department of
Veterans Affairs benefit payments.

3.2.1 — Payments Budget and Performance Plan

Appropriated Resources $135,872 $142,979 $147,055 $145,977 $147,445

Reimbursable Resources $129,264 $134,400 $132,712 $137,849 $138,584
Total Resources $265,136 $277,379 $279,767 $283,826 $286,029

Budget Activity Total $265,136 $277,379 $279,797 $283,826 $286,029

Number of check payments (Millions) (Ot) 228 219 215 208 204
Number of electronic payments (Millions) 725 745 767 787 809
(01)

Unit cost for Federal Government payments $.35 $.37 $.39 $.40 $.40
®) (B)

Percentage of Treasury Payments and 76.00% 77.00% 78.00% 79.00% 80.00%
associated information made electronically

(%) (Ce)

Percentage of paper check and Electronic 100.00% 100.00% 100.00% 100.00% 100.00%

Funds Transfer (EFT) payments made
accurately and on time (%) (Oe)
Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: FMS disburses 85 percent of the federal government's
payments to a wide variety of recipients, such as those who receive Social Security
Administration payments, Internal Revenue Service tax refunds, and the Department of
Veterans Affairs benefits. In FY 2007 FMS issued over 981 million non-Defense
payments, with a dollar value of approximately $1.6 trillion. Seventy-eight percent of
these transactions were issued by Electronic Funds Transfer. In FY 2009, FMS is
targeting the percentage of electronic payments to be 80 percent.
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3B — Collections ($21,481,000 from direct appropriations): The Collections activity
collects revenues needed to operate the federal government through the management of
the federal government’s collections infrastructure. FMS collected a record of $3.1
trillion in FY 2007 through a network of more than 9,000 financial institutions. It also
manages the collection of federal revenues such as individual and corporate income tax
deposits, customs duties, loan repayments, fines and proceeds from leases. FMS
establishes and implements collection policies, regulations, standards and procedures for
the federal government. The majority of dollar collections are made electronically. In
FY 2007, 79 percent of dollar collections were electronic. FMS has set its FY 2009
target for the percentage collected electronically to be 80 percent.

FMS develops and operates a variety of collection mechanisms and systems to meet
program agency needs. It has initiated a comprehensive effort to streamline, modernize
and improve the processes and systems supporting Treasury’s collections and cash
management program. This effort, Collections and Cash Management Modernization,
will improve financial performance by enabling FMS and government agencies to more
effectively manage financial transaction information and improve the efficiency of the
collections information reporting processes. Additionally, it will improve timeliness by
providing FPAs with the ability to predefine accounting rules to facilitate timely
processing of financial transactions through the re-engineering of reporting processes.
Through the expanded use of web-based technologies, this effort supports the integration
of financial and performance information government-wide by providing data on a daily
basis.

FMS continues to promote the use of electronics in the collections process and assist
agencies in converting collections from paper to electronic media with programs such as:

e Electronic Federal Tax Payment System (EFTPS): This is an accurate, secure and
convenient way to pay all federal tax payments, including corporate, excise and
employment taxes and 1040 quarterly estimated taxes via the internet or a telephone
voice response system. EFTPS processes 95 percent of United States tax dollars and
is required for businesses with annual federal tax obligations above $200,000. FMS
is also working to communicate the benefits of EFTPS — accuracy, security,
simplicity and flexibility — to financial institutions, small businesses and tax
practitioners. The goal is to encourage businesses and individuals to pay their federal
taxes electronically through EFTPS rather than by using paper Federal Tax Deposit
coupons, which number close to 38 million. FMS will direct its EFTPS efforts to
financial institutions that process paper tax coupons as well as the tax practitioner
community and small businesses to further expand the use of EFTPS. Through
September 30, 2007, more than 90 million payments were processed through EFTPS,
which represents an 8.33 percent increase over FY 2006.

e Pay.gov: Pay.gov is an innovative system that allows individuals and businesses to
make non-tax payments to federal agencies over the internet. Pay.gov provides
collections, form submittal, bill presentment, authentication and agency financial
reporting services. Since inception, it has processed approximately 23.5 million
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transactions valued at over $86.6 billion. Pay.gov responds to the increasing
demands of consumers and businesses for electronic alternatives by providing the
opportunity to complete forms and applications, make payments, and submit queries
online 24 hours a day, seven days a week. Pay.gov, which has been implemented
with 102 federal agencies representing 317 cash flows, collected $37.9 billion in FY
2007 and $29.5 billion in FY 2006. New development will focus on interfaces with
new systems within the new Collections Business Line Enterprise Architecture.

Check Conversion and Truncation: This collections settlement service converts a
paper check either into an image that is cleared through the banking system or into an
EFT debit against the check writer’s bank account. In both cases, paper checks are
digitized at the point of receipt and the transactions are cleared and settled
electronically. This service is a key program in realizing FMS’ goal of increasing
electronic collections and reducing collection costs. In FY 2007, more than 9.7
million items received over the counter, representing more than $14 billion, were
processed through check conversion or truncation. Additionally, through FY 2007
more than 7.7 million items received through the mail at lockboxes, representing
more than $6.4 billion, were similarly processed. By the end of FY 2009, it is FMS’
goal that all paper checks remitted to the federal government via lockboxes will be
converted or truncated and processed electronically.

3.2.2 — Collections Budget and Performance Plan

Appropriated Resources $16,229 $18,291 $19,649 $19,804 $21,481
Reimbursable Resources $0 $0 $0 $0 $0
Total Resources $16,229 $18,291 $19,649 $19,804 $21,481

Budget Activity Total $16,229 $18,291 $169,649 $19,804 $21,481

Unit cost to process a Federal revenue
collection transaction ($) (E)
Percentage collected electronically of total 79.00% 79.00% 79.00% 79.00% 80.00%
dollar amount of Federal government receipts

(%) (Oe)

Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

$1.20 $1.10 $1.19 $1.30 $1.27

Description of Performance: In FY 2007, FMS collected a record $3.1 trillion through a
network of more than 9,000 financial institutions. The majority of the dollar amounts of
FMS collections were made electronically — 79 percent of the $3.1 trillion collected.
However, approximately half of the transactions, 51.6 percent in FY 2007, are paper
checks. In FY 2007, taxpayers paid more than $2.0 trillion using EFTPS, up 8.3 percent
from FY 2006, and the number of payments to the government rose 8 percent, to 90
million. FMS stepped up its efforts in FY 2007 to work with federal agencies to promote
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the use of electronics in the collections process and assists agencies in converting
collections from paper to electronic media.

3C - Debt Collection ($86,247,000 from reimbursable programs): The Debt Collection
activity collects delinquent government and child support debt by providing centralized
debt collection, oversight and operational services to Financial Program Agencies (FPAS)
and states as required by the Debt Collection Improvement Act of 1996 and related
legislation. The services include, but are not limited to, collecting delinquent debts
through Cross-Servicing and offsetting federal payments, providing a database for use as
a tool for barring delinquent debtors, providing post-judgment collection, advising and
educating agencies towards improving debt management, and referrals to the Department
of Justice.

By FY 2009, FMS will collect delinquent debt through FedDebt, a comprehensive system
that integrated FMS’ previous collection tools: Cross-Servicing and the Treasury Offset
Program (TOP). The TOP FedDebt function compares the names and Taxpayer
Identifying Numbers (TINSs) of debtors with the names and TINSs of recipients of federal
payments. If there is a match, the federal payment is reduced, or “offset,” to satisfy the
overdue debt. Cross-Servicing activities include applications for various collection tools
such as offset, demand letters to debtors, repayment agreements, administrative wage
garnishment, referrals to the Department of Justice, credit bureau reporting, reporting
discharged debts to the Internal Revenue Service (IRS), and use of private collection
agencies.

FedDebt, which integrates the payment offset and cross-servicing applications, provides
FPAs with batch and online capabilities for all users, via a single sign-on interface and
will employ a common file format for submitting Cross-Servicing or TOP debts.

FedDebt provides a single platform for debt business applications, a single entry portal, a
web-based customer interface, and a single database for reporting. FedDebt eliminates
many labor-intensive processes and hard-copy data exchanges for federal agency
customers and service partners. FMS will continue developing FedDebt by implementing
a service-oriented architecture.

FMS is working to incorporate additional payment types into the payment offset and levy
programs. This effort is directed primarily at increasing collections of debt, especially
tax debt owed by contractors and vendors. FMS is working with the Center for Medicare
and Medicaid Services (CMS) and IRS to determine the most efficient approach for
bringing CMS medical debts into the levy and offset programs. In addition,
enhancements of collection tools such as Administrative Wage Garnishment and Debt
Check, an online database used to assist agencies in barring delinquent debtors from
obtaining new loans or loan guarantees, will improve program performance.
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3.2.3 — Debt Collection Budget and Performance Plan

Appropriated Resources $8,738 $5,393 $0 $0 $0
Reimbursable Resources $29,793 $28,312 $67,611 $77,330 $86,247
Total Resources $38,531 $33,705 $67,611 $77,330 $86,247
Budget Activity Total $38,531 $33,705 $67,611 $77,330 $86,247
Amount of delinquent debt collected per $1 $36.23 $39.97 $53.55 $40.00 $42.00
spent ($) (E)
Amount of delinquent debt collected through $3.25 $3.34 $3.76 $3.40 $3.50
all available tools (Billions $) (Ot)
Percentage of delinquent debt referred to FMS 97.00% 95.00% 100.00% 95.00% 95.00%

for collection compared to amount eligible for
referral (%) (Ot)
Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: In FY 2007, FMS collected a record $3.76 billion in
delinquent debt, which exceeded the FY 2007 target of $3.2 billion. This includes $1.7
billion in past due child support, $1.47 billion in federal non-tax debt, and over $586
million in federal tax levies and state tax debt offsets. Debt referrals from creditor
agencies were at 100 percent of eligible debt at the end of FY 2007. As a result of the
continued program improvements, collections have steadily increased to more than $31.7
billion since the enactment of the Debt Collection Improvement Act of 1996. In calendar
year 2007, the Internal Revenue Service referred an additional $32.2 billion of tax debts
for continuous levy, a 14 percent increase from calendar year 2006 for the same period.

3D - Government wide Accounting and Reporting ($70,418,000 from direct
appropriations and $3,179,000 from reimbursable programs): The Government-wide
Accounting and Reporting activity maintains the federal government’s books and
accounts for its monetary assets and liabilities by operating and overseeing the
government’s central accounting and reporting system. It also works with federal
agencies to adopt uniform accounting and reporting standards and systems and provides
support, guidance and training to assist FPAs in improving their government-wide
accounting and reporting responsibilities. FMS gathers and publishes government-wide
financial information which is used in establishing fiscal and debt management policies
and is also used by the public and private sectors to monitor the government’s financial
status. These publications include: the Daily Treasury Statement, the Monthly Treasury
Statement, the Treasury Bulletin, the Combined Statement of the United States
Government, and the Financial Report of the United States Government (FR).

FMS is building and implementing a system to improve the exchange of financial
information among FMS, FPAs, OMB and the banking community. Once completed,
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this project, the Government-wide Accounting (GWA) Modernization Project will
comprehensively replace current government-wide accounting functions and processes
that are both internal and external to FMS. In FY 2008 and FY 2009, FMS will be
working with FPAs to roll-out the new GWA system for the reporting of payments,
collections and intra-governmental collection and payment transactions. It will improve
the reliability, usefulness, and timeliness of the government’s financial information,
provide FPAs and other users with better access to that information, and will eliminate
duplicate reporting and reconciliation burdens by agencies. In addition, FPAs will have
better tools for reporting financial information and access to daily account statements for
monitoring the status of their financial information at the Treasury Department. This
initiative will result in significant savings throughout government as agencies will no
longer have to prepare month-end reports classifying all of their disbursement and
collection transactions or performing reconciliations on statements of differences
associated with this month-end reporting.

FMS is taking significant steps to address the material weaknesses found in the
compilation process of Financial Report (FR) of the United States Government,
including:

e Requiring comprehensive accounting data from agencies on a quarterly basis that will
allow FMS to better analyze the data for consistency and completeness.

e Providing agencies with authoritative data to reconcile inter-agency transfers and
other transactions that agencies report to the central accounting system.

e Using the Chief Financial Officers (CFO) Council, Treasury Reporting Group as a
forum to discuss these accounting and reporting issues that affect the FR.

e Working with the CFO Council and OMB to develop more consistent business rules
for intra-governmental transactions.

e Encouraging greater auditor participation by requiring agency auditors to more
closely scrutinize intra-governmental out-of-balance conditions with other agencies.

The goal of these actions is to remove the compilation process as a barrier to a clean audit
opinion for the FR.

In FY 2009, FMS will continue moving forward on the Financial Information and
Reporting Standardization (FIRST) initiative. This initiative integrates budget and
financial reports from FPAs. FIRST will improve the consistency of the budgetary and
proprietary accounting data recorded in agency financial statements and reported to FMS
through its trial balance. FIRST is designed to provide authoritative information,
contained in Treasury’s central accounting system, to the agencies, to facilitate the
reconciliation process for specific intra-governmental transactions.
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3.2.4 — Government wide Accounting and Reporting Budget and Performance Plan

Appropriated Resources $62,668 $67,338 $64,954 $68,642 $70,418
Reimbursable Resources $0 $0 $1,122 $0 $3,179
Total Resources $62,668 $67,338 $66,076 $68,642 $73,597
Budget Activity Total $62,668 $67,338 $66,076 $68,857 $73,597
Unit Cost to Manage $1 Million Dollars of Baseline $8.50 $10.36 $11.72 $13.39
Cash Flow
Percentage of Government-wide accounting 100.00% 100.00% 100.00% 100.00% 100.00%
reports issued accurately (%) (Oe)
Percentage of Government-wide accounting 100.00% 100.00% 100.00% 100.00% 100.00%

reports issued timely (%) (E)
Key: Oe - Outcome Measure, E - Efficiency Measure, Ot - Output/Workload Measure, and M - Management/Cust. Satisfaction

Description of Performance: FMS issues 100 percent of its government-wide accounting
reports accurately and timely. For the fourth consecutive year, FMS released the
Financial Report of the United States Government (FR) 75 days after the fiscal year-end.
In FY 2006, Government Accountability Office (GAO) acknowledged and noted
improvements with regard to consistency with agency information in the Balance Sheet,
the Statement of Net Cost and Statement of Social Insurance and in the note disclosures
that are directly linked to the amounts on these principal financial statements.

For detailed information about each performance measure, including definition,
verification and validation, please go to:
http://www.treasury.gov/offices/management/dcfo/accountability-reports/2007-par.shtml
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Section 4 — Supporting Materials

4A — Human Capital Strategy Description

FMS’ strategic management of human capital is consistent with its mission, vision and
priorities supporting the President’s Management Agenda, and Treasury’s strategic goal
to manage the United States Government’s Finances Effectively.

FMS is on the technology forefront in the performance of its mission. FMS has taken
steps to improve the quality of its professional workforce. A Human Capital Strategic
Plan has been developed to identify current structure weaknesses and build upon its
strengths. Achieving the following objectives will support and strengthen its work force:

Strategic Alignment: A human capital strategy is aligned with FMS’ mission, goals,
organizational objectives, and is integrated into the strategic plans, performance plans
and budgets.

Workforce Planning & Deployment: FMS is citizen-centered, delayered, mission-
focused, and leverages E-Government and competitive sourcing.

Leadership & Knowledge Management: Leaders and managers effectively manage
people, ensure continuity of leadership, and sustain a learning environment that drives
continuous improvement in performance. Succession strategies result in a diverse
leadership talent pool that is continually updated.

Results-Oriented Performance Culture: FMS has a diverse, results-oriented, high
performance workforce, a performance management system and awards program that
effectively differentiates between high and low performance. It holds employees
accountable, links individual/team/unit performance to organizational goals and
desired results.

Diversity: Under-representation is addressed, particularly in mission-critical
occupations and leadership positions and processes are in place to sustain diversity.

Talent: FMS has significantly reduced mission-critical skills, knowledge and
competency gaps. FMS is making significant progress and demonstrates continued
improvement in meeting agreed-upon hiring timeline goals, i.e., the 45-day hiring
model.

Accountability: Human capital decisions are guided by a data-driven results-oriented
planning and accountability system.

Through these objectives FMS has strengthened its human capital position. Proactive
identification and filling of vacant positions is a part of recruiting and retaining new
talent. Delegated Examination and student intern program authorities are used
extensively to attract talent from some of the best colleges and universities.

FMS has action plans to attain and maintain the right number of people with the right
skills to accomplish the mission. It continually manages the ongoing challenge of
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recruiting and retaining highly skilled individuals in critical areas, including Accountants
(with strong analytical skills) and IT Specialists. These challenges have increased with
heightened competition from the private sector. In addition, there is ongoing position
management and assessment of FTE distribution. As vacancies occur, they are reviewed
to determine whether the position should be back-filled, the FTE be redirected as
appropriate, or the FTE be eliminated. This is how FMS counters the possibility of either
a surplus or deficiency of staff in certain job occupations.

Through FY 2010, 26 percent of FMS’ current employees are eligible for Optional
Retirement and 43 percent are eligible for Discontinued Service or Early Retirement.
Strategies are in place to close skill-gaps and fill staffing requirements in mission-critical
occupations. This includes use of all pay incentives within budget constraints (e.g.,
Recruitment and Retention Incentives) and specialized employee development programs:
SES Candidate Development, Project Management Certification, Management
Preparatory Development, Federal Career Intern Program, Leadership, and Mentoring.

Another strategy to manage staffing needs is use of contractors and/or outsourcing. FMS
supplements its workforce with contractors in security, building maintenance, IT support
and various finance functions provided by the Bureau of the Public Debt. Government
collections are outsourced to financial institutions and Federal Reserve Banks who serve
as financial and fiscal agents of the Treasury Department.

FMS believes that a diverse workforce is vital to achieve its mission. It monitors
recruitment and diversity goals to improve areas of under-representation and actively
supports programs and initiatives to recruit minority college students. The following
programs have been established to ensure a diverse workforce:

e SES candidate program was developed to create a diverse pipeline of future senior
executives.

e Special emphasis programs were expanded and Equal Employment Opportunity and
diversity awareness training was instituted.

e Hispanic recruitment was enhanced through the increased use of Hispanic
Associations of Colleges and Universities interns, which created a pipeline for new
Hispanic employees.

In addition, FMS has increased participation in the Washington Internship for Native
Students program as well as the Department of Labor’s Workforce Recruitment Program
for students with disabilities was increased. FMS continues to use the Federal Career
Internship Program to facilitate and accelerate general hiring of qualified and talented
minority student interns.

FMS has a solid and viable Human Capital Strategy to fulfill its mission.
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4.1 - Summary of IT Resources Table
Dollars in Thousands

FMS S&E no FTE 689 69 -90.0% 88 27.5% 7 -12.5%
FMS S&E FTE Costs 8,050 2,176 -73.0% 2,147 -1.3% 2,345 9.2%
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 0
FMS S&E FTE Costs 0 0 N/A 0 N/A 0 N/A
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 0 0 N/A 0 N/A 0 N/A
FMS S&E FTE Costs 730 1,156 N/A 1,226 0.0% 1,276 4.1%
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 0 0 N/A 0 N/A 0 N/A
FMS S&E FTE Costs 617 617 N/A 638 3.4% 659 3.3%
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 0 0 N/A 0 N/A 0 N/A
FMS S&E FTE Costs 0 0 N/A 0 N/A 0 N/A
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 838 138 -83.5% 2,309 1573.2% 3,351 45.1%
FMS S&E FTE Costs 2,298 3,367 46.5% 3,399 1.0% 3,705 9.0%
Multi-Year 248 602 N/A 84 N/A 0 N/A

FMS S&E no FTE 38,669 3,349 -91.3% 2,250 -32.8% 1,668 -25.9%
FMS S&E FTE Costs 29,282 9,460 -67.7% 5,492 -41.9% 5,941 8.2%
Multi-Year 12,760 2,552 N/A 2,352 N/A 1,959 N/A

FMS S&E no FTE 0 0 N/A 0 N/A 0 N/A
FMS S&E FTE Costs 533 291 N/A 300 3.1% 309 3.0%
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS - 23



4.1 — Summary of IT Resources Table (continued)
Dollars in Thousands

FMS S&E FTE Costs 4,104 500 -87.8% 500 0.0% 552 10.4%
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 6,680 1,441 -78.4% 1,578 9.5% 1,693 7.3%
FMS S&E FTE Costs 4,454 884 -80.2% 911 3.1% 938 3.0%
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 0 0 N/A 0 N/A 0 N/A
FMS S&E FTE Costs 1,560 522 -66.5% 545 4.4% 569 4.4%
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 1,490 985 -33.9% 1,027 4.3% 1,039 1.2%
FMS S&E FTE Costs 10,730 11,566 7.8% 11,445 -1.0% 10,675 -6.7%
Multi-Year 225 225 N/A 225 N/A 225 N/A

FMS S&E no FTE 8,039 1,660 0.0% 1,737 0.0% 1,712 -1.4%
FMS S&E FTE Costs 8,776 1,857 0.0% 2,138 0.0% 2,189 2.4%
Multi-Year 0 0 N/A 0 N/A 0 N/A

FMS S&E no FTE 552 0 N/A 0 N/A 0 N/A
FMS S&E FTE Costs 4,967 857 -82.7% 836 -2.5% 854 2.2%
Multi-Year 0 0 N/A 0 N/A 0 N/A

1/In FY 2009, the number of Non-Majors reporting increased to 14 investments.
2/ Figures provided for FY 2009 include funding amounts for the Treasury Web Application Infrastructure (TWAI) platform that were not included in previous years.
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4B - Information Technology Strategy

The FMS IT Strategy addresses all bureau information resource management. It focuses
on technology and how it supports FMS’ Strategic Planning Goals. The FMS Strategic
Plan is a long-range plan that supports the economic policies and mission of the
Department of the Treasury for payments, collections, government-wide accounting and
reporting, and collection of delinquent debt.

FMS has an established governance process that selects, evaluates, and monitors new and
existing IT investments. FMS IT Governance Process complies with Department of the
Treasury and OMB's requirements for Capital Planning and Investment Control, and
Enterprise Architecture. Before projects are started or a major change implemented,
there is a formal approval process beginning with the Division Information Officers
(DIO) Council. Each project provides the DIO Council with project business case
documentation, which describes the project, documents benefits, shows start-up costs,
full life-cycle costs, other systems impacted, programmatic impact, and platforms that
will be used. Costs include all project costs including contracts, FTE, hardware, and
software. The FMS governing bodies, including the DIO Council and Architecture
Review Board (ARB), review each investment to ensure compliance with FMS’ target
architecture, use of existing infrastructure, and shared resources (e.g. document imaging
and Single Sign On).

At least once a year, each FMS project is presented to the DIO Council. Current cost,
schedule, and performance goals status for the project is presented. Any project that is
not within acceptable cost, schedule, and performance goals must provide the DIO
Council with a project remediation plan detailing the steps it plans to implement to get
the investment back within acceptable ranges. The project is also required to provide the
DIO Council with quarterly cost, schedule, and performance updates.

The FMS process includes recommendations by the DIO council for
approval/disapproval of all IT investments and major enhancements. The FMS
executive board (EB) must also approve all large scale IT projects and it conducts
quarterly reviews of all FMS investments with Exhibit 300s.
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4.2 - PART Evaluation Table

PART Name: Debt Collection
Year PARTed: FY 2003
Rating: Effective

OMB Major Findings/Recommendations
1. Develop a more ambitious long-term performance measure.
2. Set interim targets and describe interim actions necessary to achieve the long-term performance measure.
3. Level fund the debt collection program for FY 2005.
4. Propose legislation to increase and enhance debt collection opportunities.

Bureau Actions Planned or Underway

1. FMS establishes annual performance measures for collections and referrals of debt by agencies. Listed are examples of
collection tools and initiatives used by FMS to achieve long-term measures:

* Administrative Wage Garnishment (AWG)

* DebtCheck

+ Continuous Agency Outreach

* President's Management Agenda (PMA)

* Receivables Reporting

2. A Federal Contractor Tax Compliance Task Force consisting of FMS, IRS, and the Center for Medicare and Medicaid
Services is examining the issue of how best to incorporate CMS payments to Medicare providers into the Federal Payment
Levy Program.

3. As a result of increased debt revenues, in FY 2008 FMS'’ Debt Collection Budget Activity will be fully funded by fee
revenue.

4. FMS supports numerous legislative proposals which will enable FMS to significantly enhance our debt collection
opportunities. Listed are some of the debt collection enhancement proposals for 2007-08:

* (26 U.S.C. 6402) Offsets of past-due, legally enforceable state unemployment compensation debts against overpayment.
This proposal will allow FMS to offset federal tax refunds to collect past-due state unemployment compensation debts.
* (21 U.S.C. 3716) Eliminate the Ten-year period of Offset. This proposal will eliminate the ten-year limitation on the
collection of delinquent non-tax deferral debts by administrative offset.
+ Allow the IRS to issue its due process notice for levy after the levy has been served.

5. The debt long-term measure will be evaluated and updated as part of FMS' update to its Strategic Plan. For 2007, FMS
has a target of $3.2 hillion in collections.
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PART Name: Collection
Year PARTed: FY 2004
Rating: Effective

OMB Major Findings/Recommendations
1. Work with program partners to explore opportunities to better reduce paper-based collections.
2. Provide 2006 funding at the same level as in 2005 (excluding funding received for services provided to other federal
agencies).

Bureau Actions Planned or Underway
1. FMS has initiated a comprehensive effort to streamline, modernize and improve the proc